: ""‘—T . '_(T

JAN 21 K8

SRR

~PROCESSED
| JAN 29 2009 E
v, THONSONREUTERS




2008 ANNUAL REPORT TO SHAREHOLDERS
THE COMPANY

This Annual Report is for Atwood Oceanics, Inc. and its subsidiaries, which
I._:Lre collectively referred to herein as “we”, “our”, or the “Company” except where
stated otherwise. We are engaged in the domestic and international offshore
drilling and completion of exploratory and developmental oil and gas wells and
‘jrelated services. Presently, we own and operate a premium, modern fleet of eight
mobile offshore drilling units. Since fiscal year 1997, we have invested approxi-
mately $520 million in upgrading seven mobile offshore drilling units and con-
structing an ultra-premium jack-up unit, the ATWOOD BEACON. Upon its
expected delivery in December 2008, the ATWOOD AURORA will be our ninth
owned, active mobile offshore drilling unit. We are also constructing a conven-
tionally moored semisubmersible unit and a dynamically positioned semisubmer-
: Sl'ble unit, which will be our tenth and eleventh mobile offshore drilling units
upon delivery in 2011 and 2012, respectively. We support our operations from our

Houston headquarters and offices currently located in Australia, Malaysia, Malta,

j Egypt, Indonesia, Singapore and the United Kingdom.

FINANCIAL HIGHLIGHTS

2008 2007

(In Thousands}
FOR THE YEAR ENDED SEPTEMBER 30:
REVENUES S 526,604 $403,037
NET INCOME 215,438 139,024
CAPITAL EXPENDITURES 328,246 88,770
AT SEPTEMBER 30:
NET PROPERTY AND EQUIPMENT S 787,838 $493,851
TOTAL ASSETS 1,099,958 717,724
TOTAL SHAREHOLDERS™ EQUITY 843,690 615,855
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TO OUR SHAREHOLDERS AND EMPLOYEES: ﬁig" ~

Fiscal year 2008 marked the third consecutive year of record financial results for Atwood Oceanics, Inc. and its
subsidiaries (collectively the "Company"), with revenues, operating cash flows and net income being the highest in our
history. Our net income of $215 million, or $3.34 per diluted share, for fiscal year 2008 reflected a 55% improvement cn
our previcus record net income of $139 million, or $2.18 per diluted share in fiscal year 2007. During the past fiscal year,
we again achieved fleet utilization of 100% for our eight offshore drilling units and have been active in identifying and
pursuing value-enhancing growth opportunities. We currently have three new rigs being constructed. Our new ultra-
premium jack-up, the ATWOOD AURORA, under construction in Brownsville, Texas, will become our ninth offshore
drilling unit when it commences operation on a two-year contract, currently targeted for mid-February 2009. We are also
currently building two deepwater Friede & Goldman ExD Millennium design semisubmersibles at Jurong Shipyard in
Singapore. These two units, which will become our tenth and eleventh drilling units, are a conventionally moored
8,000 feet water-depth unit (scheduled for delivery in early 2011 to commence a three-year contract} and a dynamically
positioned 10,000 feet water-depth unit {scheduled for delivery in mid-2012).

Out of our eight drilling units currently working and three drilling units currently under construction, five {5) have
current contract commitments that extend into fiscal year 2011 or later and one (1) has options which are expected to be
exercised and, if exercised, will extend its contract commitment through fiscal year 2010. We are actively pursuing
additional work for the four active drilling units whose contracts will expire in fiscal year 2009 as well as work for our
second new huild serni-submersible unit upon its delivery in 2012, Currently, we have approximately $2 billion of revenue
backlog compared to approximately $1.5 hillion of estimated capital commitments for the three new units. In terms of
available rig days contracted, we have approximately 75%, 45% and 35% committed for 2009, 2010 and 2011, respectively.

The ATWOOD BEACON has commenced drilling its final well under its current contract offshore India. This
well could extend into May or June 2009. We are currently pursuing additional work for this unit outside of India.
The VICKSBURG has a current contract commitment offshore Thailand that extends into June 2009. We are
pursuing additional work in its current area of operations as well as other opportunities. Qur only rig in the U.S. Gulf
of Mexico, the RICHMOCND, is currently working under a contract commitment that should extend through most
of the second quarter of fiscal year 2009. The RICHMOND has been fully utilized in the Gulf of Mexico for many
years and we anticipate high utilization for this rig should continue during fiscal year 2009, The ATWOQOD
SOUTHERN CROSS is currently working under a one-well commitment that should extend into December 2008.
We are currently pursuing future opportunities for this unit.

The Company's strategy is based on consistently meeting the needs of our clients with safe, quality operations;
premium equipment; and being leveraged to deepwater and international markets. This strategy has served us well
and continues to guide our path forward in creating value over the longer-term. Execution is a key focus for us in all
respects including our financial results, operational performance and delivering, as planned, on our current three unit
construction program. Based on longer term expectations for energy demand, we believe our fleet and the services
we provide position the Company well to meet the future needs of cur clients, especially for deepwater drilling.

We currently have $200 million borrowed under our five-year, $300 million credit facility, which we executed in
October 2007. In November 2008, we entered into an additional five-year credit facility totaling $280 million with a
potential increase up to $300 million. These credit facilities will provide funding to complets construction of the
ATWOOD AURORA and the two new deepwater semisubmersibles being constructed in Singapore. It is our goal
to continue to develop and position the Company for the future and to remain opportunistic in terms of identifying
value enhancing opportunities when the time is right. We have no immediate plans for further growth in addition
to our present three unit construction program.

Once again during the past fiscal year, the Company's performance, strong position and results owed much to
the talent, hard work and contributions of both our U.S. and international employees. Accordingly, we are grateful
to our employees for another successful year and to our shareholders for their trust as we continue to focus on
creating longer-term value. In October 2008, we celebrated our forty-year anniversary. Atwood Oceanics is proud
of its history, reputation, long-standing client relationships and the opportunity to be involved in the many

comrmunities around the world where we have heen fortunate 1o operate.
Z.%ﬂc\,\

JOHN R. IRWIN
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ATWOOD AURORA

The ATWOOD AURORA

is currently undergoing
commissioning in Brownsville,
Texas. The rig is targeted to
commence working under its
initial contract of two years
offshore Egypt in February 2009.

ATWOOD HUNTER

The ATWOOD HUNTER

has recently commenced
working under contract
commitments in the Eastern
Mediterranean Sea and
offshore Africa that are
expected to extend into
fiscal year 2012.




RICHMOND

The RICHMOND, the Company's only rig working in the U.S. Gulf of Mexico, continues to prove its
durability during hurricane season. Over the last few years, the rig has been in the path of several
hurricanes with no significant damage to the rig or significant disruption to drilling operations.




Atwood Oceanics, Inc. and Subsidiaries

FIVE YEAR FINANCIAL REVIEW

At or For the Years Ended September 30,

(In thousands, except per share amounts, fleet
data and ratios) 2008 2007 2006 2005 2004

STATEMENTS OF OPERATIONS DATA:

Revenues .. ..... ... ... ... ........ . S 526,604 $403037 $276625 $176,156 $1634564
Contract drilling costs . . .............. (216,395) (186,948) (144,366) (102,849) (98,936)
Depreciation. .. ..................... (34,783) (33,366) (26,401) (26,735}  (31,582)
General and administrative expenses.. . . . (30,975) (23,929} (20,630) (14,245}  (11,389)
Gain on sale of equipment .. ... ... .. 155 414 10,548 — —
OPERATING INCOME . . ... ........... 244,606 169,207 95,776 32,327 21,547
Other (expense) income. .. .. ... ... .. .. 169 752 {3,940) (6,719) (9,145)
Tax {provision) benefit. . . ... .. ... . .. .. (29,337) (20,935) (5,714) 403 {4,815)

NET INCOME. . ... . ... . ... .. ... .. S 215,438 $139024 $ 86122 $ 26011 §$ 7.587

PER SHARE DATA:
Earnings per common share:

Basic. . ..... ... .. ... ] 338 $ 222 § 133 % 043 & 014
Diluted .. ... ... ... ... ... ... ... . ] 334 % 218 % 137 % 042 & 014
Average common shares outstanding:
Basic......... ... ... . ... .. . 63,756 62,686 61,872 60,824 55,436
Diluted .. ... ... ... .. ... .. ... . 64,556 63,628 62,884 62,440 56,128
FLEET DATA:
Number of rigs owned or managed, at
endofperdod .. ... ... .. ... ... ... 8 8 10 11 11
Utilization rate for in-service rigs(1) .. . .. 100% 100% 100% 98% 93%
BALANCE SHEET DATA:
Cash and cash equivalents ... ... ... ... $ 121,092 $100361 $ 32276 $ 18982 § 16416
Working capital .. ... ....... . ... .. .. 248,052 158,649 86,308 35,894 32,913
Net property and equipment. . .. ... .. .. 787,838 493,851 436,166 390,778 401,141
Totalassets ... ... ... .............. 1,099,958 717,724 593,829 495694 498,936
Total long-term debt {(including current
pordion). .. ... .. ... ... .. 170,000 18,000 64,000 90,000 181,000
Shareholders’ equity(2)(3) . ... ... ... ... 843,690 615,855 458,894 362,137 271,589
Ratio of current assets to current
liabilities. . ... ... ... ... ... .. ... . 5.12 375 241 1.64 1.56
Notes —

(1) Excludes managed rigs, the SEASCOUT (sold in fiscal year 2006), and contractual downtime
on rigs upgraded.

(2) We have never paid any cash dividends on our common stock.
(3} In October 2004, we sold 4,700,000 shares of commeon stock in a public offering.
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SECURITIES LITIGATION SAFE HARBOR STATEMENT

Statements included in this report which are
not historical facts (including any statements
concerning plans and objectives of management
for future operations or economic performance, or
assumptions related thereto) are "forward-looking
statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. In addi-
tion, we and our representatives may from to
time to time make other oral or written state-
ments which are also forward-looking statements.

These forward-looking statements are made
based upon management’s current plans, expec-
tations, estimates, assumptions and beliefs con-
cerning future events impacting us and therefore
invelve a number of risks and unceriainties. We
caution that forward-looking statements are not
guarantees and that actual results could differ
materially from those expressed or implied in the
forward-looking statements.

Important factors that could cause our actual
resulis of operations or our actual financial condi-
tions to differ include, but are not necessarily
limited to:

* cur dependence on the oil and gas
industry;

¢ the operational risks involved in drilling for
oil and gas;

e risks associated with the current global eco-
nomic crisis and its impact on capital mar-
kets and liquidity and future drilling activity;

* changes in rig utilization and dayrates in
response to the level of activity in the oil
and gas industry, which is significantly
affected by indications and expectations
regarding the level and volatility of oil and
gas prices, which in turn are affected by
such things as political, economic and
weather conditions affecting or potentially
affecting regional or worldwide demand
for oil and gas, actions or anticipated
actions by OPEC, inventory levels, deliver-
ability constraints, and future market
activity;
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the extent to which customers and poten-
tial customers continue to pursue deepwa-
ter drilling;

exploration success or lack of exploration
success by our customers and potential
customers;

the highly competitive and cyclical nature
of our business, with periods of low
demand and excess rig availability;

the impact of the war with Irag or other
military operations, ferrorist or piracy acts
or embargoes elsewhere;

our ability to enter into and the terms of
future drilling contracts;

the availability of qualified personnel;

our failure to retain the business of one or
more significant customers;

the termination or renegotiation of con-
tracts by customers;

the availability of adequate insurance at a
reasonable cost;

the occurrence of an uninsured loss;

the risks of international operations,
including possible economic, political,
social or monetary instability, and compli-
ance with foreign laws;

the effect public health concerns could
have on our international operations and
financial results;

compliance with or breach of environmen-
tal laws;

the incurrence of secured debt or addi-
tional unsecured indebtedness or other
obligations by us or our subsidiaries;

the adequacy of sources of liquidity;

currently unknown rig repair needs and/or
additional opportunities to accelerate



planned maintenance expenditures due to
presently unanticipated rig downtime;

higher than anticipated accruals for perfor-
mance-based compensation due to better
than anticipated performance by us,
higher than anticipated severance
expenses due to unanticipated employee
terminations, higher than anticipated legal
and accounting fees due to unanticipated
financing or other corporate transactions,
and other factors that could increase gen-
eral and administrative expenses;

the actions of cur competitors in the off-
shore drilling industry, which could signif-
icantly influence rig dayrates and
utilization;

changes in the geographic areas in which
our customers plan to operate, which in
turn could change our expected effective
tax raie;

changes in o¢il and gas drilling technology
or in our competitors’ drilling rig fleets
that could make our drilling rigs less com-
petitive or require major capital invest-
ments to keep them competitive;

rig availability;

the effects and uncertainties of legal and
administrative proceedings and other
contingencies;

the impact of governmental laws and reg-
ulations and the uncertainties involved in
their administration, particularly in some
foreign jurisdictions;

12

» changes in accepted interpretations of
accounting guidelines and other account-
ing pronouncements and tax laws;

s the risks involved in the construction,
upgrade, and repair of cur drilling
units; and

* such other factors as may be discussed in
our reports filed with the Securities and
Exchange Commission, or SEC.

These factors are not necessarily all of the
important factors that could cause actual results
to differ materially from those expressed in any of
our forward-looking statements. Other unknown
or unpredictable factors could also have material
adverse effects on future results. The words
"believe,” “impact,” “intend,” "estimate,” “antici-
pate,” “plan” and similar expressions identify for-
ward-looking statements. These forward-looking
statements are found at various places through-
out this report. When considering any forward-
locking statement, you should also keep in mind
the risk factors described in our Form 10-K f{or
the year ended September 30, 2008, particularly
in Itern 1A Risk Factors, to which this Annual
Report is an exhibit, and in other reports or
filings we make with the SEC from time to time.
Undue reliance should not be placed on these
forward-looking statements, which are applicable
only on the date hereof Neither we nor our
representatives have a general obligation to
revise or update these forward-looking state-
ments to reflect events or circumstances that
arise after the date hereof or to reflect the occur-
rence of unanticipated events.

LIT] "o




MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

MARKET OUTLOOK

Despite the recent decline in the price of oil
and natural gas and the global financial crisis, we
believe the long-term outlook for the worldwide
offshore drilling industry remains positive, espe-
cially for deepwater drilling. Although, we do not
anticipate any issues in the near-term resulting
from the current crisis, further financial market
detericration may have a negative impact on our
business and financial condition. The crisis has
created significant reductions in available capital
and liquidity from banks and other providers of
credit, which may adversely affect our customers’
and lenders’ ability to fulfill their obligations to
us. In addition, continued deterioration in the
global economy could result in reduced demand
for crude oil and natural gas, exploration and
production activity and demand for offshore drill-
ing services which could lead to declining day-
rates and a decrease of new contract activity.

We are currently building two semisubmersi-
bles targeted for deepwater drilling: a conventicon-
ally moored, 6,000 feet water depth unit,
(scheduled for delivery in early 2011) and a
dynamically positioned, 10,000 feet water depth
unit, (scheduled for delivery in mid 2012). Besides
the two deepwater semisubmersible drilling units
under construction, we are also in the process of
completing the construction of an ultra-premium
jack-up unit, the ATWOQOD AURQORA, scheduled
for delivery in December 2008. Qut of our eight
drilling units currently working and the three
drilling units currently under construction, five
{5) have current, contract commitments that
extend into fiscal year 2011 or later, one (1) has
opticns which are expected to be exercised and,
if exercised, will extend the contract commitment
through fiscal year 2010, four {4) have current
contract commiiments that expire during fiscal
year 2009 and one (1) unit, without a current
contract, will not be delivered until 2012, Cur-
rently, we have an estimated contract revenue
backlog of approximately $2.0 billion compared to
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approximately $1.5 billion of estimated capital
commitments for the three new builds under
construction and one upgrade.

Revenues, operating cash flows and net
income for fiscal year 2008 were the highest in
our history. Currently, we have approximately
75% of our available rig days contracted for fiscal
year 2009. A comparison of the average per day
revenues for fiscal years 2008, 2007 and 2006 for
each of our current eight active drilling units is
as follows:

Average Per Day Revenues

Fiscal Fiscal Fiscal
Year 2006  Year 2007  Year 2008
ATWOOD SOUTHERN
CROSS ............ $ 82,000 $171,000 $321,000
ATWOQD BEACON . .. .. 88,000 109,000 128,000
VICKSBURG . ......... 82,000 110,000 155,000
RICHMOND. . ... ...... 55,000 81,000 44,000(1)
ATWQOD EAGLE. . .. ... 129,000 160,000 241,000
ATWOOD HUNTER . . ... 172,000 234,000 246,000
ATWOOQD FALCON ... .. 83,000 138,000 216,000
SEAHAWK . ...... .. .. 32,000 84,000 88,000

{1) The RICHMOND was in a shipyard undergoing
a life-enhancing upgrade for approximately four
months of fiscal year 2008 and earned no reve-
nue during this time which accounts for its
decline in average per day revenues.

The ATWOOQOD SOUTHERN CROSS is cur-
rently working, at a dayrate of $352,000, under a
one-well commitment that should extend into
December 2008. We are currently pursuing addi-
tional work for this unit; however, there is no
guarantee that we will have work for the rig
immediately following the completion of its cur-
rent drilling commitment; thus, there is a possi-
bility that the rig could incur some zero rate
days. The ATWOOD BEACON has commenced
drilling its final well under its cuirent contract
offshore India that could extend into May/June
2009. We are currently pursuing additional work
for this unit outside of India. The VICKSBURG
has a current contract commitment offshore Thai-
land at a dayrate of $154,000 that extends into




June 2008. We are pursuing an extension of this
contract. Our only rig in the U.S. Gulf of Mexico,
the RICHMOND, is currently working under a
contract commitment that should extend through
most of the second quarter of fiscal year 2009 at
dayrates in the mid tc high $70,000's. The RICH-
MOND has been 100% utilized in the Gulf of
Mexico for many years and we expect high utili-
zation of this rig during fiscal year 2009.

The ATWOOD EAGLE is cuirently working
under a contractual commitment offshore Ausira-
lia at a dayrate of $405,000, subject to adjustment
for cost escalations, which extends to June 2010.
Following completion of this contract commmit-
ment, the rig will commence a drilling commit-
ment that could extend for six months or longer
at a dayrate of at least $430,000. The ATWOOD
HUNTER has just commenced working under a
drilling commitment that should extend to Sep-
tember 2012 at operating dayrates that range
from $511,000 to $545,000, subject to adjustment
for cost escalations. The ATWOOD FALCON's
current contract extends to August 2009 offshore
Malaysia at a dayrate of $160,000 or $200,000,
depending upon water depth of each well drilled.
Following completion of this contract commit-
ment, the rig will then commence a two-year
contract commitment at a dayrate of $425,000
subject to adjustment for cost escalations. Our
ultra-premium jack-up, the ATWOOD AURORA,
currently under construction in Brownsville,
Texas, has been awarded a two-year contract
offshore Egypt. This contract provides for a day-
rate of $165,000, subject to adjustment for cost
escalations, with an option to extend the commit-
ment to three years. The rig is expected to com-
mence operations in February 2009. Our
conventionally moored semisubmersible, under
constructicn in Singapore, has been awarded a
three year contract at a dayrate of $470 000, with
an option to extend this commitment to six years
at a dayrate of $460,000. Both dayrates are sub-
ject to adjustment for cost escalations. We expect
this drilling unii will commence working offshore
Australia in early 2011. The SEAHAWK ig
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working offshere West Africa under a drilling
contract that extends to September 2008, how-
ever, this contract provides for two additional six-
month options at the current contracted dayrate
plus certain cost escalations. The rig's current
dayrate is approximately $86,000. Despite our
operating results for fiscal years 2008 and 2007
being the highest in our history, operating costs
for our semisubmersible tender assist unit, SEA-
HAWK, exceeded revenues by approximately

$4 million during fiscal year 2007 while operating
costs were relatively consistent with revenues
during fiscal year 2008.

Total drilling costs {or fiscal year 2008
increased 16% when compared to the prior fiscal
year. With the aging workforce of the offshore
drilling industry and the increasing need for per-
sonnel, we anticipate that personnel-related costs
will continue to increase. We currently expect an
approximate 20% increase in total drilling costs
for fiscal year 2009 when compared to fiscal year
2008; however, approximately 7% of estimated
fiscal year 2009 drilling costs will be due to the
addition of the ATWOOD AURORA to our fleet.

We anticipate that the VICKSBURG will be
off dayrate for approximately 4 weeks to undergo
an estimated $30 million equipment upgrade dur-
ing June/July 2009. In addition to the estimated
zero rate time for the VICKSBURG, we expect the
following drilling units to incur planned zero rate
time during fiscal year 2009:

ATWOOD BEACON 3 days of zero rate time
during the first quarter for
required regulatory
inspections and

maintenance

ATWOOD FALCON 2 to 4 zero rate days dur-
ing the second quarter
due to required regulatory

inspections

SEAHAWK 3 to b zero rate days
sometime during the fis-

cal year for maintenance




ATWOOD HUNTER 10 zero rate days during
the fourth quarter for
required regulatory
inspections and

maintenance

In addition to the above planned zero rate
days that could be incurred during fiscal year
2009, unplanned zero rate days can occur at any
time. During the prior four fiscal years, we have
incurred approximately 1% to 2% of unplanned
zero rate days per year.

Even with an expected increase in our out-
standing debt to between $400 million and
$500 million by the end of fiscal year 2009, we
expect that our debt to total capitalization ratio
will not exceed 30%. With our current contract
backlog supporting a strong bhalance sheet, we
will remain focused on executing on our current
building program and on identifying value
enhancing growth opportunities at the appropri-
ate time; however, we anticipate pursuing no
further growth during fiscal year 2009,

RESULTS OF OPERATIONS
Fiscal Year 2008 Versus Fiscal Year 2007

Revenues for fiscal year 2008 increased 31%
compared to the prior fiscal year. A comparative
analysis of revenues by rig for fiscal years 2008
and 2007 is as follows:

REVENUES
(In millions)

Fiscal Fiscal
Year 2008 Year 2007 Variance

ATWOOD SOUTHERN

CROSS . ............ .. 51176 $623 § 553
ATWOOD EAGLE . .. ... ... 88.4 58.4 30.0
ATWOOD FALCON. . .. .. .. 79.0 50.5 28.5
VICKSBURG............. 56.7 40.0 16.7
ATWOOD BEACON .. ... .. 46.8 358 7.0
ATWOOD HUNTER .. ... .. 80.9 854 45
SEAHAWK.............. 32.1 306 15
AUSTRALIA MANAGEMENT

CONTRACTS . ......... — 6.5 (6.5)
RICHMOND ... .......... 16.1 28.5 (13.4}

$526.6 $403.0 $1236
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The increase in fleetwide revenues during
the current fiscal year is primarily attributable to
the increase in average dayrates due to improv-
ing market conditions and strong demand for
offshore drilling equipment as previously dis-
cussed in “Market Outlook”. Increases in reve-
nues during the current fiscal year for the
ATWQOOD SOUTHERN CROSS, ATWOQOD
EAGLE, ATWOOD FALCON, VICKSBURG,
ATWOOD BEACON, ATWOOD HUNTER and
SEAHAWK were related to each of these drilling
units working at higher dayrates when compared
to the prior fiscal year. The AUSTRALIA MAN-
AGEMENT CONTRACTS were terminated during
fiscal year 2007. The decrease in revenues for the
RICHMOND is due to the fact that for approxi-
mately four months of the first two quarters of
fiscal year 2008, the rig was in a shipyard undet-
going a life-enhancing upgrade and earned no
revenue during the shipyard period.

Contract drilling costs for fiscal year 2008
increased 16% compared to the prior {fiscal year.
A comparative analysis of contract drilling costs
by rig for fiscal years 2008 and 2007 is as follows:

CONTRACT DRILLING COSTS
{In millions}

Fiscal Fiscal
Year 2008 Year 2007 Varance

ATWOOD SOUTHERN

CROSS . .............. §331 3207 %124
ATWOOD EAGLE . . .... ... 44.5 35.0 95
VICKSBURG . ............ 18.6 14.0 46
ATWOOD BEACON, .. ... .. 19.2 155 3.7
ATWOOD HUNTER. . . ... .. 28.9 252 37
SEAHAWK .. ............ 30.1 282 19
ATWOOD FALCON. .. ... .. 24.6 236 10
RICHMOND . ............ 12.1 131 (1.0)
AUSTRALIA MANAGEMENT

CONTRACTS .......... — 51 (51)
OTHER. . ............... 5.3 6.5 {1.2)

$216.4 $186.9 $295

On a fleetwide basis, wage increases and
extra personnel for training and development
have resulted in higher personnel costs, increases
in the number of maintenance projects have
resulted in higher equipment related costs, and




overall cost inflation have led to increases in
contract drilling costs during the current fiscal
year for virtually every rig when compared to the
prior figcal year, including the ATWOQD SOUTH-
ERN CROSS, ATWOOD EAGLE, VICKSBURG,
ATWOOD BEACON, ATWOOD HUNTER and
SEAHAWK. While the ATWOOD FALCON also
incurred higher costs due to the reasons men-
tioned above, the increase is partially offset by a
significant amount of planned maintenance per-
formed during its water depth upgrade in the
first quarter of fiscal year 2007. Contract drilling
costs for the RICHMOND decreased, as the per-
sonnel-related cosis increased for the reasons
mentioned above was more than offset by
reduced operating costs while in a shipyard
undergoing a life enhancing upgrade for approxi-
mately four months of the first two quarters of
fiscal year 2008. The AUSTRALIA MANAGE-
MENT CONTRACTS were terminated during fis-
cal year 2007.

Depreciation expense for fiscal year 2008
increased 4% as compared io the prior fiscal year.
A comparative analysis of depreciation expense
by 1ig for fiscal years 2008 and 2007 is as follows:

DEPRECIATION EXPENSE
{In millions)
Fiscal Fiscal
Year 2008  Year 2007  Variance

ATWOOD FALCON . ... ..
ATWOOD SOUTHERN

§ 52 $44 $08

CROSS ............. 3.7 34 03
ATWOOD HUNTER . ... .. 5.9 5.7 0.2
SEAHAWK .. ... ... .. 6.1 6.1 —
RICHMOND. . .......... 1.0 1.0 —
ATWOOD EAGLE .. ... .. 4.5 45 —_
ATWOOD BEACON . . .. .. 5.1 51 —
VICKSBURG ........... 2.8 29 0.1)

oo
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Depreciation expense has increased for the
ATWOOD FALCON due to the completion of its
water depth upgrade during fiscal year 2007. The
increase in depreciation expense for the
ATWOOD SOUTHERN CROSS when compared to
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the prior fiscal year is primarily due to equipment
upgrades during the second half of fiscal year
2007. Depreciation expense for all other rigs has
remained relatively consistent with the prior fis-
cal year pericds. Other depreciation expense has
incieased due to varicus corporate office expen-
ditures during the current fiscal year.

Effective March 1, 2008 we extended the
remaining depreciable life of the RICHMOND
from one year to ten years, based upon comple-
tion of a life enhancing upgrade, coupled with
our intent to continue marketing and operating
the rig beyond one year.

General and administrative expenses for the
current fiscal year have increased compared to
the prior fiscal year periods primarily due to
rising personnel costs which include headcount
and wage increases, increased annual bonus
compensation costs, increased share-based com-
pensation expense and increased professional
fees, which include increased activity regarding
future operational and global planning initiatives.
While interest expense has remained relatively
consistent compared to the prior fiscal year, inter-
est income has decreased when compared to the
fiscal year 2007 due to lower interest rates.

Virtually all of our tax provision for fiscal year
2008 relates to taxes in foreign jurisdictions.
Accordingly, due to the high level of operating
income earned in certain nontaxable and deemed
profit tax jurisdictions during fiscal year 2008, our
effective tax rate was significantly less than the
United States federal statutory rate. While ocur
effective tax rate for the current fiscal year is
relatively consistent with the prior fiscal year, we
anticipate that our effective rate for fiscal year
2009 will increase to approximately 15% due to a
higher level of operating income earned in certain
tax jurisdictions with high tax rates when com-
pared to the prior fiscal year.

During July 2007, we were notified by the
Malaysian tax authorities regarding a potential
proposed adjustment relating to fiscal years 2000



to 2003. Although we believe we are in compli-
ance with applicable rules and regulations, we
have evaluated the merit of the assertions by the
Malaysian tax authorities and are currently vigor-
ously contesting these assertions. While we can-
not predict or provide assurance as to the final
outcome of these allegations, we do not expect
them to have a material adverse effect on our
consolidated financial position, results of opera-
tions or cash flows. As of September 30, 2008,
there has not been any change in the status of
this claim.

Fiscal Year 2007 Versus Fiscal Year 2006

Revenues for fiscal year 2007 increased 46%
compared to fiscal year 2006. A comparative
analysis of revenues by rig for fiscal years 2007

and 2006 is as follows:
REVENUES
(In millions)

Fiscal Fiscal
Year 2007 Year 2006 Variance

ATWOOD SOUTHERN

CROSS ............... $623 $299 § 324
ATWOOD HUNTER. . .. .. .. 85.4 62.8 22.6
ATWOOD FALCON . . .. .. .. 50.5 301 204
SEAHAWK .............. 30.6 11.6 19.0
ATWOOD EAGLE . . . .... .. 58.4 47.0 114
VICKSBURG ... .......... 40.0 300 100
RICHMOND ............. 29.5 20.2 83
ATWOOD BEACON. . ... ... 39.8 321 7.7
AUSTRALIA MANAGEMENT

CONTRACTS .......... 6.5 12.9 (6.4)

$403.0 $2766 $1264

The increase in fleetwide revenues during
fiscal year 2007 when compared to fiscal year
2006 is primarily atiributable to the increase in
average dayrates due to improving market condi-
tions and strong demand for offshore drilling
equipment. Increases in revenues for the
ATWOOD SOUTHERN CROSS, ATWOQOD
HUNTER, ATWOCD FALCON, SEAHAWK,
ATWOOD EAGLE, VICKSBURG, RICHMOND, and
the ATWOQOD BEACON were related to each of
these drilling units working under higher dayrate
contracts during fiscal year 2007 compared to
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fiscal year 2006. In addition, for approximately five
months of fiscal year 2006, the SEAHAWK earned
virtually no revenue as the rig was in a shipyard
undergoing a life-enhancing upgrade and then
relocated to West Africa. Revenue for the AUS-
TRALIA MANAGEMENT CONTRACTS was lower
for the fiscal year 2007 when compared to fiscal
year 2006 due to decreased activity as the most
recent dnlling program was completed at the end
of the first quarter of fiscal year 2007 with the
management contracts terminating during the
third quarter of fiscal year 2007.

Contract drilling costs for fiscal year 2007
increased 29% compared to fiscal year 2006. A
comparative analysis of contract drilling costs by
rig for fiscal years 2007 and 2006 is as follows:

CONTRACT DRILLING COSTS

{In millions)
Fiscal Fiscal
Year 2007 Year 2006 Variance
SEAHAWK .. ... ...... .. S 28.2 $ 84 $19.8
ATWOODEAGIE ... ... ... 35.0 26.8 8.2
ATWOOD FALCON . . ... . .. 23.6 16.5 7.1
ATWOOD HUNTER. . . . ., .. 25.2 18.8 64
ATWOOD BEACON. . . ... .. 15.5 104 5.1
RICHMOND ............. 13.1 104 2.7
VICKSBURG . ............ 14.0 11.9 2.1
ATWOOD SOUTHERN
CROSS ............... 20.7 24,2 {3.5)
AUSTRALIA MANAGEMENT
CONTRACTS .......... 5.1 108 (5.7)
OTHER. ... ............. 6.5 6.2 0.3
$186.9 $1444 %

On a fleetwide basis, wage increases and
extra persennel for training and development
have resulted in higher personnel costs during
fiscal year 2007 for virtually every rig when com-
pared to fiscal year 2006. With the SEAHAWK
and ATWOOD HUNTER currently working off-
shore West and North Africa, respectively, both
rigs have experienced increased travel, freight
and shorebase costs due to higher transportation
and living expenses in West and North Africa.
Contract drilling costs for the SEAHAWK also
reflect amortization of approximately $5.1 million
of deferred expenses during fiscal year 2007




compared to $0.9 million during fiscal year 2006.
In addition, as previously noted, the SEAHAWK
incurred significantly less operating costs for
approximately five months of fiscal year 2006 as
the rig was in a shipyard undergoing a life
enhancing upgrade and then relocated to West
Africa. The ATWOOD HUNTER incurred addi-
tional maintenance costs during a planned regu-
latory inspection period in December 2006. In
addition to the rising personne! costs mentioned
above, the ATWOOD EAGLE and RICHMOND
incurred higher maintenance costs during fiscal
year 2007 due to the amount and tirning of
certain maintenance projects when compared to
fiscal year 2006. The increase in drilling costs for
the ATWOOD FALCON is primarily aitributable
to planned maintenance during its water depth
upgrade which was completed during the first
quarter of fiscal year 2007, The ATWOQOD BEA-
CON incurred higher maintenance costs in fiscal
year 2007 as it was in a Singapore shipyard
having its last leg sections reattached during the
first quarter of fiscal year 2007. Drilling costs for
the VICKSBURG have remained relatively consis-
tent other than higher personnel costs. Fiscal
year 2007 contract drilling costs for the ATWOQOD
SCOUTHERN CROSS have decreased primarily
due to $8.6 million of mobilization expense amor-
tization during the fiscal year 2008 compared to
none during fiscal year 2007. AUSTRALIA MAN-
AGEMENT CONTRACTS costs have decreased
due to the decreased activity resulting from the
completion of the most recent drilling program at
the end of the first quarter of fiscal year 2007 and
termination of the contracts during the third
quarter of fiscal year 2007. Other drilling costs
were relatively consistent with the fiscal year
2006.

18

Depreciation expense for fiscal year 2007
increased 27% as compared to fiscal year 2006. A
comparative analysis of depreciation expense by
rig for fiscal years 2007 and 2006 is as follows:

DEPRECIATION EXPENSE

{In millicns)
Fiscal Fiscal
Year 2007  Year 2006  Variance
SEAHAWK ... ... ... S 6.1 $186 $45
ATWOOD FALCON . . . 4.4 28 16
ATWOOD SOUTHERN
CROSS . ......... 34 29 05
ATWOOD HUNTER. . . 8.7 5.4 0.3
VICKSBURG . ....... 2.9 2.8 0.1
RICHMOND ... .. ... 1.0 0.9 0.1
ATWOQOD EAGLE . . .. 4.5 4.8 (0.1)
ATWOOD BEACON _ . 5.1 5.3 (0.2}
OTHER. .. ......... 0.3 01 0.2
$33.4 $26.4 $70

Depreciation expense increased for the SEA-
HAWEK, ATWOOD FALCON and ATWOOQOD
SOUTHERN CROSS as these rigs have undergone
upgrades during the fiscal years 2006 and 2007,
while depreciation expense for all other rigs has
remained relatively consistent with the fiscal year
2006. The SEAHAWK was almost fully depreciated
prior to its upgrade; accordingly, ongoing depreci-
ation expense will approximate fiscal year 2007
levels.

General and administrative expenses for fis-
cal year 2007 increased compared to fiscal year
2006 primarily due to rising personne! costs and
additions to the corporate staff. The fiscal year
2007 increase also includes an approximate
$0.7 million increase in annual bonus compensa-
tion over fiscal year 2006, The decrease in the
gain on sale of equipment reflects the sale of our
semisubmersible hull, SEASCOUT, for $10 million
(net after certain expenses) and our spare 15,000
PS.1. BOP Stack for approximately $15 million for
a gain of approximately $10.1 million in fiscal
year 2006 compared to a gain on sale of equip-
ment of $0.4 millicn during the fiscal year 2007.
Interest expense has decreased during fiscal year
2007 primarily due to the reducticn of our




outstanding debt and due to $2.6 million of capi-
talized interest charges related to the construc-
tion of the ATWOOD AURORA during fiscal year
2007 compared to only $1.1 million during fiscal
year 2006. Interest income has increased when
compared to the fiscal year 2006 due to interest
earned on higher cash balances.

Virtually all of our tax provision for fiscal year
2007 relates to taxes in foreign jurisdictions.
Accordingly, due to the high level of operating
income earned in certain nontaxable and deemed
profit tax jurisdictions during both fiscal years
2008 and 2007, our effective tax rate for these
periods was significantly less than the United
States federal statutory rate. In addition, during
fiscal year 2006, we reversed a $1.8 million tax
contingent liability due to the expiration of the
statute of limitations in a foreign jurisdiction and
recognized a $4.6 million tax benefit due to the
acceptance of certain amended prior year tax
returns by a foreign tax authority, both of which
contributed to the low effective tax rates in fiscal
year 2006.

LIQUIDITY AND CAPITAL RESOURCES

As of September 30, 2008, we had $170 million
outstanding under our secured 5-year $300 million
revolving loan facility which matures in October
2012, subject to acceleration upon certain speci-
fied events of default, including breaches of repre-
sentation or covenants. We were in compliance
with all financial covenants at September 30, 2008
and at all times during fiscal years 2008, 2007 and
2006. Loans under this facility bear interest at
0.70% to 1.25% over the Eurodollar Rate, depend-
ing upen the ratio of outstanding debt to earnings
before interest, taxes and depreciation. The collat-
eral for this credit facility consists primarily of
preferred mortgages on three of our active drilling
units (ATWOOD EAGLE, ATWOQOD HUNTER and
ATWCOD BEACON).

Subsequent to September 30, 2008, we
entered into ancther credit agreement with sev-
eral banks with Nordea Bank Finland Plc, New
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York Branch again as Administrative Agent for
the lenders, as well as Lead Arranger and Book
Runner. This new credit agreement provides for a
secured 5-year $280 million reducing revolving
loan facility with maturity in November 2013,
subject to acceleration upon certain specified
events of default, including breaches of represen-
tation or covenants. The commitment under this
facility may be increased by $20 million for a total
commitment of $300 million. Loans under the
new facility will bear interest at 1.50% over the
Eurodollar Rate at closing. The collateral for the
new credit agreement consists primarily of pre-
ferred mortgages on two of our drilling units
{ATWQOOD FALCON and ATWOOD SOUTHERN
CROSS). The ATWOOD AURORA will be mort-
gaged upon its delivery expected in December
2008. We have collaterally assigned our interests
in the ATWOOD AURORA as security for our
obligations under this credit agreement between
closing and delivery.

As of November 24, 2008, we have $200 mil-
lion borrowed under our 5-year $300 million credit
facility and no funds borrowed under the new
$280 million credit facility. Both credit facilities
contain various financial covenants that, among
other things, require the maintenance of certain
leverage and interest expense coverage ratios.
These credit facilities will provide funding to
complete the construction of the ATWOQOD
AURORA and the two deepwater semisubmersi-
bles being constructed in Singapore, for future
growth opportunities and for general corporate
needs. We expect that the total cost of the
ATWOOD AURCRA (including capitalized inter-
est and transportation costs to relocate the rig to
its first area of operations) will be approximatety
3180 million, of which approximately $20 million
remains to be funded in fiscal year 2009. The
total construction costs of the two deepwater
semisubmersibles are expected to be approxi-
mately $600 million and $750 million, respectively.
In addition to the three rigs being constructed,
we also anticipate that the VICKSBURG will




undergo an estimated $30 million equipment
upgrade during June/July 2009.

Since we operate in a very cyclical industry,
maintaining high equipment utilization in up, as
well as down, cycles is a key factor in generating
cash to satisfy current and future obligations. For
fiscal year 2002 through 2008, net cash provided
by operating activities ranged from a low of
approximately $14 million in fiscal year 2003 to a
high of approximately $192 million in fiscal year
2008. Our cperating cash flows are primarily
driven by our operating income, which reflects
dayrates and rig utilization. During fiscal year
2008, we used internally generated cash and
funds borrowed under our $300 million credit
facility to expend approximately $59 million
toward the construction of the ATWOQOD
AURORA, approximately $17 million on a life-
enhancing upgrade of the RICHMOND, approxi-
mately $238 million towards the construction of
the two new deepwater semisubmersibles and
approximately $14 million in other capital
expenditures.

In fiscal year 2009, we currently expect to
expend approximately $20 million in completing
the construction and relocation of the ATWOOD
AURORA to Egypt, approximately $450 million
toward the construction of the two deepwater
semisubmersible and $85 million on other capital
expenditures. With 756% of our available operating
rig days committed for fiscal year 2009, we antic-
ipate increases in cash flows and results of oper-
ations when compared to fiscal year 2008. We
will utilize internally generated cash flows, as
well as cash available under cur combined
$580 million credit facilities to fund our capital
commitments for fiscal year 2008,

Qur portfolio of accounts receivable is com-
prised of major international corporate entities
with stable payment experience. Historically, we
have not encountered significant difficulty in col-
lecting receivables and typically do not require
collateral for cur receivables. The increase in
accounts receivable of approximately $59 million

from September 30, 2007 to September 30, 2008
is primarily attributable to several of cur drilling
units working under significantly higher dayrate
contracts during fiscal year 2008 and to large
balances due from two customers greater than
60 days outstanding as of September 30, 2008
that have since been collected during October
2008.

The increase of inventories of materials and
supplies of approximately $11 million from Sep-
tember 30, 2007 tc September 30, 2008 is prima-
rily due to an increased level of purchasing
activity during fiscal year 2008 related to high
dollar value critical spare parts for our fleet as
well as an overall increase in equipment costs.

The increase of accounts payable and
accrued liabilities of approximately $5 million and
$15 million, respectively, from September 30,
2007 to September 30, 2008 is primarily due to a
higher amount of accrued but unpaid purchases
of capital equipment related to our current con-
struction projects and a higher amount of
accrued but unpaid taxes when compared to the
prior fiscal year end.

Long-term deferred credits have decreased
by approximately $16 million at September 30,
2008 compared to September 30, 2007 due to the
amortization of deferred fees associated with the
prior upgrades of the ATWOOD FALCON and
SEAHAWK. Lump sum fees received for upgrade
costs reimhursed by our customers are reported
as deferred credits in our accompanying Consoli-
dated Balance Sheets and are recognized as
earned on a straight-line method over the term of
the related drilling contract.




Commitments

The following table summarizes our obliga-
tions and commitments (in thousands} at Sep-
tember 30, 2008:

Fiscal
2013 and
thereafter

Fisca
2012

Fiscal
2011

Fiscal
2010

Fiscal
2009

Credit Facility(1). . . .. .. $ —% —3
Purchase
Commitments(2)

Operating Leases

— $170000 § —

450,000 270,000 260,000 100,000 —
1290 1,084 956 900 1,783

$451,290 $271,064 $260,956 $270,900 $1,783

{1) Amounts exclude interest on our $300 million
credit facility as interest rates are variable.

{2) Rig construction commitments for the ATWOOD
AURORA and the two new deepwaier
semisubmersibles.

CRITICAL ACCOUNTING POLICIES

Significant accounting policies are included
in Note 2 to our consolidated financial statements
for the year ended September 30, 2008. These
policies, along with the underlying assumptions
and judgments made by management in their
application, have a significant impact on our
consolidated financial statements. We identify
our most critical accounting policies as those
that are the most pervasive and important to the
portrayal of our financial position and results of
operations, and that require the most difficult,
subjective and/or complex judgments by manage-
ment regarding estimates about matters that are
inherently uncertain. Gur most critical account-
ing policies are those related to revenue recogni-
tion, property and equipment, impairment of
assets, income taxes, and employee stock-based
compensation,

We account for contract drilling revenue in
accordance with the terms of the underlying drill-
ing contract. These contracts generally provide that
revenue is earned and recognized on a daily rate
{i.e. "dayrate”) basis and dayrates are typically
earned for a particular level of service over the life
of a contract. Dayrate contracts can be for a

21

specified period of time or the time recquired to drill
a specified well or number of wells. Revenues from
dayrate drilling operations, which are classified
under contract drilling services, are recognized on
a per day hasis as the work progresses. In addition,
lurmnp-sum fees received at commencement of the
drilling contract as compensation for the cost of
relocating drilling rigs from one major operating
area to another, as well as equipment and upgrade
costs reimbursed by the customer are recognized
as earned on a straight-line method over the term
of the related drilling contract, as are the dayrates
associated with such contract. However, lump-sum
fees received upon termination of a drilling contract
are recognized as earned during the period termi-
nation occurs. In addition, we defer the mobiliza-
tion costs relating to moving a drilling rig to a new
area and customer requested equipment purchases
that will revert to the customer at the end of the
applicable drilling contract. We amortize such costs
on a straight-line basis over the life of the applica-
ble drilling coniract.

We currently operate eight active offshore
drilling units. These assets are premium equip-
ment and should provide many years of quality
service. At September 30, 2008, the carrying
value of our property and equipment totaled
$787.8 million, which represents 72% of our total
assets. This carrying value reflects the applica-
tion of our property and equipment accounting
policies, which incorporate estimates, assump-
tions and judgments by management relative to
the useful lives and salvage values of our units.
Once a rig is placed in service, it is depreciated
on the straight-line method over its estimated
useful life, with depreciation discontinued only
during the period when a drilling unit is out of
service while undergoing a significant upgrade
that extends its useful life. The estimated useful
lives of our drilling units and related equipment
range from 3 years to 25 years and our salvage
values are generally based on 5% of capitalized
costs. Any future increases in our estimates of
useful lives or salvage values will have the effect
of decreasing future depreciation expense in




future years and spreading the expense to later
years. Any future decreases in our useful lives or
salvage values will have the effect of accelerating
future depreciation expense.

We evaluate the carrying value of our prop-
erty and equipment when events or changes in
circumstances indicate that the carrying value of
such assets may be impaired. Asset impairment
evaluations are, by nature, highly subjective. Oper-
ations of our drilling equipment are subject to the
offshore drilling requirements of oil and gas explo-
ration and production companies and agencies of
foreign governments. These requirements are, in
turn, subject to fluctuations in government poli-
cies, world demand and price for petroleumn prod-
ucts, proved reserves in relation to such demand
and the extent to which such demand can be met
from onshore sources. The critical estimates
which result from these dynamics include pro-
jected utilization, dayrates, and operating
expenses, each of which impact our estimated
future cash flows. Over the last ten years, our
equipment utilization rate has averaged approxi-
mately 90%; however, if a drilling unit incurs
significant idle time or receives dayrates below
operating costs, its carrying value could become
impaired. The estimates, assumptions and judg-
ments used by management in the application of
our property and equipment and asset impairment
policies reflect both historical experience and
expectations regarding future industry conditions
and operations. The use of different estimates,
assumptions and judgments, especially those
involving the useful lives of our rigs and vessels
and expectations regarding future industry condi-
tions and operations, would likely result in materi-
ally different carrying values of assets and results
of operations.

We conduct operations and earn income in
numerous foreign countries and are subject to
the laws of taxing jurisdictions within those
countries, as well as United States federal and
state tax laws. At September 30, 2008, we have a
$10.6 million net deferred income tax liability.
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This balance reflects the application of our
income tax accounting policies in accordance
with Statement of Financial Accounting Stan-
dards (“SFAS") No. 109, “Accounting for Income
Taxes". Such accounting policies incorporate
estimates, assumptions and judgments by man-
agement relative to the interpretation of applica-
ble tax laws, the application of accounting
standards, and future levels of taxable income.
The estimates, assumptions and judgments used
by management in connection with accounting
for income taxes reflect both historical experience
and expectations regarding future industry condi-
tions and operations. Changes in these estimates,
assumptions and judgments could result in mate-
rially different provisions for deferred and current
income taxes.

We began accounting for uncertain {ax posi-
tions In accordance with FASE Interpretation
No. 48 “Accounting for Uncertainty in Income
Taxes — an interpretation of SFAS No. 109,
Accounting for Income Taxes” (FIN 48} at Octo-
ber 1, 2007. FIN 48 prescribes a comprehensive
model for how companies should recognize, mea-
sure, present and disclose in their financial state-
ments uncertain tax positions taken or to be
taken on a tax return. The income tax laws and
regulations are voluminous and are often ambigu-
ous. As such, we are required to make many
subjective assumptions and judgments regarding
our tax positions that can materially affect
amournts recognized in our consolidated balance
sheets and statements of income.

Effective October 1, 2005, we adopted
8FAS No. 123(R), “Share-Based Payment”, or
SFAS 123(R), using the modified prospective
application transition method. Under this method,
stock-based compensation cest is measured at
the grant date, based on the calculated fair value
of the award, and is recognized as an expense
over the requisite service period (generally the
vesting period of the equity grant). In addition,
stock-hased compensation cost recognized
includes compensation cost for unvested stock-




based awards as of October 1, 2005. The cumula-
tive effect on us of the change in accounting
principle from APB No. 26 to SFAS 123(R) was
not material.

RECENTLY ISSUED ACCOUNTING
PRONOUNCEMENTS

In February 2007, the FASB issued
SFAS No. 159, “The Fair Value Option for Finan-
cial Assets and Financial Liabilities”, which pro-
vides companies with an option to report
selected financial assets and liabilities at fair
value and establishes presentation and disclosure
requirements to facilitate comparisons hetween
companies that choose different measurement
attributes for similar types of assets and liabili-
ties. GAAP has required different measurement
attributes for different assets and liabilities that
can create artificial volatility in earnings. The
objective of SFAS No. 159 is to help mitigate this
type of volatility in the earnings by enabling
companies to report related assets and liabilities
at fair value, which would likely reduce the need
for companies to comply with complex hedge
accounting provisions. SFAS No. 159 is effective
for fiscal years beginning after November 15,
2007. We do not anticipate that SFAS No. 159 will
have a material impact on our consolidated finan-
cial position, results of operations and cash flows.

In September 2005, the FASB issued
SFAS No. 157, "Fair Value Measurements”, which
defines fair value, establishes methods used to
measure fair value and expands disclosure
requirements about fair value measurements.
SFAS No. 157 is effective for financial statements
issued for fiscal years beginning after Novem-
ber 15, 2007, and interim periods within those
fiscal periods. In February 2008, the FASB issued
FASB Staff Position ("FSP") No. FAS 167-2, “Effec-
tive Date of FASB Statement No. 157", This FSP
delays the effective date of SFAS No. 157 by one
year for all nonfinancial assets and nonfinancial
liahilities, except those that are recognized or
disclosed at fair value in the financial statemenis
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on a recurring basis {at least annually}. In October
2008, the FASB issued FSP FAS 157-3, "Determin-
ing the Fair Value of a Financial Asset When the
Market for That Asset Is Not Active”.

FSP FAS 157-3 clarifies the application of

SFAS No. 157 in a market that is not active and
provides an example to illustrate key consider-
ations in determining the fair value of a financial
asset when the market for that financial asset is
not active. FSP FAS 157-3 was effective upon
issuance. We do not anticipate that SFAS No. 157,
FSP No. FAS 157-2 or FSP No. FAS 157-3 will
have a material impact on our consolidated finan-
cial position, resulis of operations and cash flows.

In December 2007, the FASB issued
SFAS No. 141(R), “Business Combinations
(revised 2007)". This statement retains the funda-
mental requirements for SFAS No. 141, “Business
Combinations”, that the acquisition method be
used for all business combinations and expands
the same method of accounting to all transac-
tions and other events in which one entity
obtains control over one of more other businesses
or assets at the acquisition date and in subse-
quent periods. SFAS No. 141(R) replaces
SFAS No. 141 by requiring measurement at the
acquisition date of the fair value of assets
acquired, labilities assumed and noncontrolling
interest. Additionally, SFAS No. 141(R) requires
that acquisition-related costs, including restruc-
turing costs, be recognized separately from the
acquisition. SFAS No. 141(R} applies prospec-
tively to business combinations for fiscal years
beginning after December 15, 2008. The impact
of SFAS No. 141(R) on us will depend on the
nature and extent of any future acquisitions.

In December 2007, the FASB issued
SFAS No. 160, “Noncontrolling Interests in Con-
solidated Financial Statements — an amendment
of ARB No. 51°. SFAS No. 160 establishes the
accounting and reporting standards for a non-
controlling interest in a subsidiary and for the
deconsolidation of a subsidiary. This statement
clarifies that a noncontrolling interest in a
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subgidiary is an ownership interest in the consol-
idated entity that should be reported as equity in
the consclidated financial statements.

SFAS No. 160 requires retroactive adoption of the
presentation and disclosure requirements for
existing minority interests and applies prospec-
tively to business combinations for fiscal years
beginning after December 15, 2008. We are cur-
rently analyzing the provisions of SFAS No. 160
to determine how it will affect accounting poli-
cies and procedures, but we have not yet made a
determination of the impact the adoption will
have on our consolidated financial position,
results of operations and cash flows.

In May 2008, the FASB, issued SFAS,
No. 162, “The Hierarchy of Generally Accepted
Accounting Principles”. SFAS 162 identifies the
sources of accounting principles and the frame-
work for selecting the principles to be used in
the preparation of financial statements of nongov-
ernmental entities that are presented in confor-
mity with GAAP (the GAAP hierarchy). The
FASE does not expect SFAS 162 to result in a
change in cuwrrent practice, as the intent of
SFAS 162 is 10 direct the GAAP hierarchy to the
reporting entity (rather than its auditor) and to
place the GAAP hierarchy within the accounting
literature established by the FASB. This state-
ment is effective 60 days following SEC approval
of the Public Company Accounting Oversight
Board Amendments to AU Section 411, "The
Meaning of Present Fairly in Conformity with
Generally Accepted Accounting Principles.” We
do not anticipate that SFAS 162 will have a
material impact on our consolidated financial
position, results of operations and cash flows.
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DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk, including
adverse changes in interest rates and foreign
currency exchange rates as discussed below.

Interest Rate Risk

All of our $170 million of long-term debt
outstanding at September 30, 2008 was floating
rate debt. As a result, our annual interest costs in
fiscal year 2009 will fluctuate based on interest
rate changes. Because the interest rate on our
long-term debt, is a floating rate, the fair value of
our long-term debt approximated carrying value
as of September 30, 2008. The impact on annual
cash flow of a 10% change in the floating rate
{approximately 35 basis points) would be approx-
imately $0.6 million, which we believe to be
immaterial. We did not have any open derivative
contracts relating to our floating rate debt at
September 30, 2008.

Foreign Currency Risk

Certain of our subsidiaries have monetary
assets and liabilities that are denominated in a
currency other than their functional currencies.
Based on September 30, 2008 amounts, a
decrease in the value of 10% in the foreign
currencies relative to the United States Dollar
from the fiscal year-end exchange rates would
result in a foreign currency transaction gain of
approximately $1.4 million. Thus, we consider our
current risk exposure to foreign currency
exchange rate movements, based on net cash
flows, to be immaterial. We did not have any
open derivative contracts relating to foreign cur-
rencies at September 30, 2008.



MANAGEMENT'S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

Company management is responsible for establishing and maintaining adequate internal control
over financial reperting as defined in Rules 13a-15(f) and 15d-15{f) under the Securiiies Exchange Act of
1934. Our internal control over financial reporting was designed by management, under the supervision
of the Chief Executive Officer and Chief Financial Officer, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with accounting principles generally accepted in the United States, and includes those
policies and procedures that:

(i) pertain to the maintenance of records that in reasonable detail accurately and fairly reflect
the transactions and dispositions of the assets of the Company;

{ii) provide reasonable assurance that transactions are recorded as necessary to permit prepa-
ration of financial statements in accordance with accounting principles generally accepted in the
United States, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and

(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of the Company's assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies and procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting
as of September 30, 2008. In making this assessment, management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission {(COSO)} in Internal Control-
Integrated Framework.

- Based on our evaluation under the framework in Internal Control-Integrated Framework, manage-
ment has concluded that the Company maintained effective internal control over financial reporting as
of September 30, 2008. PricewaterhouseCoopers LLP, our independent registered public accounting firm,
has audited our assessment of the effectiveness of the Company's internal control over financial
reporting as of September 30, 2008, as stated in their report, which appears on the following page.

ATWOOD OCEANICS, INC.

by
-
%/rm M, W
John R. Irwin James M. Holland
Director, President Senior Vice President, Chief
and Chief Executive Officer Financial Officer and Secretary

November 25, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Atwood Oceanics, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of operations, of cash flows and of changes in shareholders’ equity present fairly, in all
material respects, the financial position of Atwood Oceanics, Inc. and its subsidiaries at September 30,
2008 and 2007, and the results of their operations and their cash flows for each of ithe three years in the
period ended September 30, 2008 in conformity with accounting principles generally accepted in the
United States of America. Also in cur opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of September 30, 2008, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsering Organizations of the
Treadway Commission (COS0). The Company's management is responsible for these financial state-
ments, for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management's
Report on Internal Control Over Financial Reporting, which appears on the preceding page. Our
responsibility is to express opinions on these financial statements and on the Company’s internal control
over financial reporting based on our integrated audits. We conducted our audits in accordance with
the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial
reporting was maintained in all raterial respects. Our audits of the financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk. Our audits also included performing such other
procedures as we considered necessary in the circumstances. We believe that our audits provide a
reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company's internal
control over financial reporting includes those policies and procedures that (i) pertain to the mainte-
nance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions
of the assets of the company; {ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted account-
ing principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (iii} provide reasonable assurance
regarding prevention or timely deiection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control cver financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

%HMM@M LAP

PricewaterhouseCoopezs LLP

Houston, Texas
Navember 25, 2008
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

September 30,

(In thousands) 2008 2007
ASSETS
CURRENT ASSETS:
Cash and cash equivalents . ... .. . . . . e $ 121,092 $100,361
Accounts receivable, net of an allowance of $114 and $164 at September 30,

2008 and 2007, respectively ... ... ... 135,728 76,597
Income tax receivable . . . 3,292 1,870
Inventories of materials and supplies, net . . ........ ... ... ... ... ... ... 37,906 26,721
Defarred tax assets . . 21 390
Prepaid expenses and deferred costs . ... ... ... .o L 10,225 10,240

Total Current ASSELS . . . . .. 308,264 216,179

NET PROPERTY AND EQUIPMENT . . ... ... ... . .. .. .. .. .. 787,838 493,851
DEFERRED COSTS AND OTHER ASSETS . ... ... ... .. . . ... . ... .. ... 3,856 7,694
$1,099,958 $717,724
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Current maturities of notes payable . .. ... ... ... ... S — $ 18,000
Accounts payable . . ... 16,987 11,769
Accrued Habilities . . . .. .. .. 42,921 27,861
Deferred credits. . . . . . . 304 —
Total Current Liabilities. . . ... ... ... . . . 60,212 57,630
LONG-TERM DEBT, net of current maturities: ... ... ... ... ... .......... 170,000 —
170,000 —
LONG TERM LIABILITIES:
Deferred INCOME LAXES . . . . . . 10,5585 14,729
Deferted credits. . .. .. . . . e 7,942 24,093
OtheT . . 7,519 5,417
26,056 44,239
COMMITMENTS AND CONTENGENCIES (SEE NOTE 11)
SHAREHOLDERS' EQUITY (NOTE 7):
Preferred stock, no par value; 1,000 shares authorized, none outstanding . . . . — —_
Common stock, $1 par value, 90,000 shares authorized with 64,031 and

63,350 issued and outstanding at Septernber 30, 2008 and 2007,

TESPECLIVEIY . . . . e 64,031 63,350
Paid-in capital . . . . ... . e 114,804 101,545
Retained Sarnings . ... .. ... 664,855 450,956

Total Shareholders’ EQUILY. . . . oo oot 843,690 615,855

$1,099,958 $717.724

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS

For Years Ended September 30,

(In thousands, except per share amounts) 2008 2007 2006
REVENUES:
Contract drilling . . .. ... ... $526,604 $400,479 $276,625
Business interruption proceeds . ... ... .. o oo —_ 2,558 —

526,604 403,037 276,62b
COSTS AND EXPENSES:

Contract drilling . . .. ... ... . 216,395 186,949 144366
Depreciation. .. .. ... ... . ... 34,783 33,366 26,401
General and administrative . .. ... ... ... 30,975 23,929 20,630
Gainon sale of equipment. . . ... .. ... ... (155) (414)  (10,548)
281,998 243,830 180,849
OPERATING INCOME . . . .. . e 244,606 159,207 95,776
OTHER INCOME (EXPENSE):
Interest expense, net of capitalized interest . . . .. ... ... .. ... ... (1,410) (1,689) {5,166}
Interest INCOME . . . . . . 1,579 2,441 1,226
169 752 (3,940)
INCOME BEFORE INCOME TAXES . . ... .. ... .. ... . . .. ... . ..., 244,775 159,959 91,836
PROVISION FORINCOME TAXES . .. ... ... .. . i 29,337 20,935 5,714
NET INCOME . .. ... . . e, $215,438 $139.024 § 86,122
EARNINGS PER COMMON SHARE, (NOTE 2):
BasiC. . . § 338 § 222 § 139
Diluted ... 3.34 218 1.37
AVERAGE COMMON SHARES OUTSTANDING (NOTE 2)
Basic. . ... 63,756 62,686 61,872
Diluted . ... ... . 64,556 63,628 62,884

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

For Years Ended September 30,

{In thousands) 2008 2007 2006
CASH FLOW FROM QOPERATING ACTIVITIES:
NEet iMGOME . . . oo ottt $215,438 $139024 $86,122
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation . . . .. .. o 34,783 33,366 26,401
Amortization of debt issuance costs .. ... ... ... . 657 804 804
Amortization of deferred items. .. . ... ... ... ... (10,305) (25,729) (1,254)
Provision for doubtful accounts .. ..., ... 764 127 726
Provision for inventory obsolescence .. .. ... ... .. ... .. ... ... .. 290 240 —
Deferred federal income tax benefit . . ... .. ... ... ... (3,765) (2,169) (1,032)
Stock-based compensation expense. . . .. ... ... ... ... ... 7,901 5,005 4,568
Gainonsaleof assets .. .. ... .. ... (155) (414) (10,548}
Changes in assets and liabilities:
(Increase) decrease in accounts 1eceivable. . ... .. ... .. ... ... ... ... (59,895) 3,498 (41,083}
(Increase} decrease in income tax recetvable . . . ... ... ... ... ... .. ... (1,422) {1,805) 3,213
[ncrease in INVENTOIY . . .. . ... (11,475) (4,837) (6,484)
(Increase} decrease in prepaid expenses . .. ... ... ... . ... .. ... 15 {1,454) (5,061}
increase in deferred costs and otherassets . ... .. .. ................. (1,350) (4.508) (11,419
Increase in accounts pavable. . ... ... 5,218 9 5,287
Increase in accrued liabilities. . . . ....... ... .. . ... .. ... . ... 14,314 12,124 1,664
Increase in deferred credits and other liabilities. . . .. .. ... ... . ... 887 34,941 31,227
(23,538) 49,200 (3,001)
Net Cash Provided by Operating Activities . .. ... ................. 191,900 188,224 83,121
CASH FLOW FROM INVESTING ACTIVITIES:
Capital expenditures . . .. ... . .. . (328,246) (88,770} (76,133)
Collection of insurance receivable . . . . .. .. . . .. .. . e — 550 —
Proceeds from sale of @Sse€ts . . . ... . .. 378 669 26,239
Net Cash Used by Investing Activities. . . .. ...... ... ... ... ...... (327,868) (87,651} (49,894)
CASH FLOW FROM FINANCING ACTIVITIES:
Proceeds fromdebt . . ... . ... ... 170,000 — 20,000
Principal paymentsondebt. .. ... . (18,000) (45,000) (46,000)
Debt issuance costs paid. . . ... .. .. ... (1,336) — —
Tax benefit from the exercise of stock options. .. .. ... ... .. ... .. .. —_ 3,432 —_
Proceeds from exercise of stock options .. ....... ... ... .. ... ... .. ..., 6,035 9,980 6,067
Net Cash Provided (Used) by Financing Activities . ... .............. 156,699 {32,688) (19,933)
NET INCREASE IN CASH AND CASH EQUIVALENTS. . ... ............... S 20,731 $ 68085 $13,294
CASH AND CASH EQUIVALENTS, at beginning of period . . . . ..... ... ... .. $100,361 § 32276 §18,982
CASH AND CASH EQUIVALENTS, atend of period . . ... .. ... ... .. ... ..., $ 121,092 3100361 $32,.276
Supplemental disclosure of cash flow information:
Cash paid during the year for domestic and foreign income taxes. .. .. ... .. S 27,421 31309 § 2654
Cash paid during the year for interest, net of amounts capitalized ......... $ 1,3d2 § 1822 § 5033
Non-cash activities:
Increase in accrued liabilities related to capital expenditures .. ......... .. 5 746 $ 745 § 4,075

The accompanying notes are an integral part of these consolidated financial statements.
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Atwood Oceanics, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Total
Common Stock Paid-in Retained Stockholders’
(In thousands}) Shares Amount Capital Earnings Equity
September 30,2006 . .. ... .. ... .. .. .. ....... 61,364 $61,364 $ 74,963 $225810 $362,137
Netincome. ... .. ... .. .. . . . .. i ... — — — 86,122 86,122
Restricted stock awards . . . ... .. ... .. ....... . 10 10 (10) — —
Exercise of employee stock options. .. .. ..... .. 718 718 5,349 — 6,067
Stock option and restricted stock award
compensation expense . . . .. .. ............. — — 4 568 — 4 568
September 30,2006 .. ..... .. ... . ... ... ... .. 62,092 $62,092 § 84,870 $311,932 $458,894
Netincome.......... ... ... ... ........ —_ — — 135,024 139,024
Restricted stock awards . . ............ ... .. . 14 14 {14) — —
Exercise of employee stock options. .. ... ... .., 1,244 1,244 8,736 -— 8,980
Stock option and restricted stock award
compensationexpense . . .................. 5,005 5,005
Tax benefit from exercise of employee stock
OPUONS ... ... . — — 2,952 — 2,952
September 30, 2007 .. ... .. .. .. ... ... .. .... 63,350 $63.350 $101,549 $450956 $615,865
FINd8 adoption . .......................... — — — {1,639) (1,539)
Netincome. ...... ... ... .. ... . . .. . . .. ... — — — 215,438 215,438
Exercise of employee stock options. . . ...... ... 681 681 5,354 — 6,035
Stock option and restricted stock award
compensation expense . ... ... ... .. — — 7,801 — 7,901
September 30,2008 .. ... ... ... .. ... .. ... ... 64,031 $64,031 $114.804 3664855 $843690

The accompanying notes are an integral part of these consoclidated financial statemanis.
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Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — NATURE OF OPERATIONS

Atwood Oceanics, Inc., together with its
subsidiaries {collectively referred to herein as
"we,” "our” or the "Company"}, is engaged in
offshore drilling and completion of exploratory
and developmental oil and gas wells and related
support, management and consulting services
principally in international locations. Presently,
we own and operate a premium, modern fleet of
eight mobile offshore drilling units. Upon its
expected delivery in December 2008, the
ATWOOD AURORA will be our ninth owned
active mobile offshore drilling unit. We are alsc
construciing two deepwater units scheduled for
delivery in 2011 and 2012, respectively. Currently,
we are involved in active operations in the terri-
torial waters of Australia, Equatorial Guinea,
India, Istael, Malaysia, Mauritania, Thailand and
the United States.

NOTE 2 — SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Consolidation

The consolidated financial statements
include the accounts of Atwood Oceanics, Inc.
and all of its domestic and foreign subsidiaries.
All significant intercompany accounts and trans-
actions have been eliminated in consolidation.

Cash and cash equivalents

Cash and cash equivalents consist of cash in
banks and highly liquid debt instruments, which
mature within three months of the date of
purchase.

Foreign exchange

The United States dollar is the functional
currency for all areas of our operations. Accord-
ingly, monetary assets and liabilities denomi-
nated in foreign currency are converted to United
States dollars at the rate of exchange in effect at
the end of the fiscal year, items of income and
expense are remeasured at average monthly
rates, and property and equipment and other
nonmeonetary amounts are remeasured at histori-
cal rates. Gains and losses on foreign currency
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transactions and remeasurements are inctuded in
contract drilling costs in our consclidated state-
ments of operations. We recorded a foreign
exchange loss of $0.1 million during both fiscal
years 2008 and 2006 while we did not record a
foreign exchange gain or loss during fiscal year
2007.

Accounts Receivable

We record trade accounts receivable at the
amount we invoice our customers. Qur portfolio
of accounts receivable is comprised of major
international corporate entities and government
organizations with stable payment experience.
Included within our accounts receivable at
September 30, 2008 and 2007 are unbilled receiv-
able balances totaling $13.3 million and $13.1 mil-
lion, respectively, that represent amounts for
which contract drilling services have been per-
formed, revenue has been earned based on con-
tractual dayrate provisions and for which
collection is deemed probable. Such unbilled
amounts were hilled subsequent to their respec-
tive fiscal year end. Historically, cur uncollectible
accounts receivable have been immaterial, and
typically, we do not recuire collateral for our
receivables. We provide an allowance for uncol-
lectible accounts, as necessary, on a specific
identification basis. We had an allowance for
doubtful accounts of $0.1 million and $0.2 million,
as of September 30, 2008 and 2007, respectively.

Inventories of Material and Supplies

Inventories consist of spare parts, material
and supplies held for consumption and are stated
principally at the lower of average cost or market,
net of reserves for excess and obsolete inventory
of $1.3 million and $1.2 million at September 30,
2008 and 2007, respeciively.

Income taxes

We account for income taxes in accordance
with Staternent of Financial Accounting Standards
(“SFAS™ No. 109 “Accounting for Income Taxes.”
Under SFAS No. 109, deferred income taxes are
recorded to reflect the tax consequences on future




Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

years of differences between the tax basis of
assets and liabilities and their financial reporting
amounts at each year-end given the provisions of
enacted tax laws in each respective jurisdiction.
Deferred tax assets are reduced by a valuation
allowance when, based upon management's esti-
mates, it is more likely than not that a portion of
the deferred tax assets will not be realized in a
future period.

Property and equipment

Property and equipment are recorded at cost.
Interest costs related to property under construc-
tion are capitalized as a component of construc-
tion costs. Interest capitalized during fiscal years
2008, 2007 and 2006 was $2.6 million, $2.6 million
and $1.6 million, respectively.

Once a rig is placed in service, it is depreci-
ated on the straight-line method over its esti-
mated useful life, with depreciation discontinued
only during the period when a drilling unit is cut
of service while undergoing a significant upgrade
that extends its useful life. Our estimated useful
lives of our various classifications of assets are as
follows:

Years
Drilling vessels and related equipment. . . .. ... .. 5-25
Drill pipe . ... ... . . ... . 3
Furniture andother. . .. .. .. .. ... ... .. .. ... 3-10

Effective March 1, 2008, we extended the
remaining depreciable life of the RICHMOND
from one year to ten years, based upon comple-
tion of a life enhancing upgrade, coupled with
our intent to continue marketing and operating
the rig beyond one year.

Maintenance, repairs and minor replace-
ments are charged against income as incurred;
major replacements and upgrades are capitalized
and depreciated over the remaining useful life of
the asset as determined upon completion of the
work. The cost and related accumulated depreci-
ation of assets sold, retired or otherwise disposed
are removed from the accounts at the time of
disposition, and any resulting gain or loss is
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reflected in the Consolidated Statements of Oper-
ations for the applicable period.

Impairment of property and equipment

We periodically evaluate cur property and
equipment to determine that their net carrying
value is not in excess of their net realizable value.
These evaluations are performed when we have
sustained significant declines in utilization and
dayrates and recovery is not contemplated in the
near future. We consider a number of factors
such as estimated future cash flows, appraisals
and current market value analysis in determining
an asset's fair value. Assets are written down to
their fair value if the carrying amount of the asset
is not recoverable and exceeds its fair value.
There were no impairments during fiscal years
ended September 20, 2008, 2007 or 2006.

Deferred drydocking costs

We defer the costs of scheduled drydocking
and charge such costs to contract drilling
expense over the period to the next scheduled
drydocking (normally 30 months). At Septem-
ber 30, 2008 and 2007, deferred drydocking costs
totaling $1.8 million and $1.9 million, respectively,
were included in Deferred Costs and Other
Assets in the accompanying Consolidated Bal-
ance Sheets.

Revenue recognition

We account for drilling and management
contract revenue in accordance with the term of
the underlying drilling or management contract.
These contracts generally provide that revenue is
earned and recognized on a daily basis. We
provide crewed rigs to customers on a daily rate
{i.e. “dayrate”) basis. Dayrate contracts can be for
a specified period of time or the time required to
drill a specified well or number of wells. Reve-
nues from dayrate drilling operations, which are
classified under contract drilling services, are rec-
ognized on a per day basis as the work
progresses. In addition, business interruption pro-
ceeds are also recognized on a per day basis. See




Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

Note 4 for further discussion of the ATWOOD
BEACON incident.

Deferred fees and costs

Lump-sum fees received at commencement
of the drilling contract as compensation for the
cost of relocating drilling rigs from one major
operating area to another, as well as equipment
and upgrade costs reimbursed by the customer
are recognized as earned on a straight-line
method over the term of the related drilling con-
tract, as are the dayrates associated with such
contract. However, lump-sum fees received upon
termination of a drilling contract are recognized
as earned during the period termination occurs.
In addition, we defer the mobilization costs relat-
ing to moving a drilling rig to a new area and
customer requested equipment purchases that
will revert to the customer at the end of the
applicable drilling contract. We amortize such
costs on a straight-line basis over the life of the
applicable drilling contract, Contract revenues
and drilling costs are reported in the Statements
of Operations at their gross amounts.

At September 30, 2008 and 2007, deferred
fees associated with mobilization as well as
related equipment purchases and upgrades
totaled $8.2 million and $24.1 million, respec-
tively. At September 30, 2008 and 2007, deferred
costs associated with mobilization and related
equipment purchases and upgrades totaled
$0.3 million and $4.8 million, respectively.
Deferred fees and deferred costs are classified as
current or long-term deferred credits and deferred
costs, respectively, in the accompanying Consoli-
dated Balance Sheets based on the expected
term of the applicable drilling contracts.

Share-based compensation

Effective October 1, 2005, we adopted State-
ment of Financial Accounting Standards
No. 123(R), "Share-Based Payment"”, or
SFAS 123(R), using the modified prospective
application transition method. Under this method,
stock-based compensation cost is measured at
the grant date, based on the calculated fair value
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of the award, and is recognized as an expense
over the requisite service period {(generally the
vesting period of the equity grant). In addition,
stock-based compensation cost recognized
includes compensation cost for unvested stock-
based awards as of October 1, 2005. The curnula-
tive effect of the change in accounting principle
from APB No. 26 to SFAS 123(R) was not mate-
rial. See Note 3 for additional information.

Earnings per common share

Basic and diluted earnings per share have
been computed in accordance with SFAS No. 128,
“Earnings per Share” (EPS). Basic EPS excludes
dilution and is computed by dividing net income
(loss) by the weighted-average number of com-
mon shares outstanding for the period. Diluted
EPS reflects the issuance of additional shares in
connection with the assumed conversion of stock
options. Under the modified prospective applica-
tion transition method of SFAS 123(R), we have
included the impact of pro forma deferred tax
assets in calculating the potential windfall and
shortfall tax henefits to determine the amount of
diluted shares using the treasury stock method.



Atwood Oceanics, Inc. and Subsidiaries
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The computation of basic and diluted earn-
ings per share under SFAS No. 128 for each of
the past three fiscal years is as follows (in thou-
sands, except per share amounts);

Per Share
Net Income Shares Amount
Fiscal 2008:
Basic earnings per
share . ......... $216,438 63,755 $338
Effect of dilutive
securities — Stock
options. ... ..... — 800 (0.04)
Diluted earnings per
share .. ... ..... $215438 64,556 $334
Fiscal 2007:
Basic earnings per
share .. .. ... ... $139,024 62,686 $ 222
Effect of dilutive
securities — Stock
options. . ....... —_ 942 (0.04)
Diluted earnings per
share . ... ... ... $139,024 63,628 $2.18
Fiscal 2006:
Basic earnings per
share . ......... $ B6,122 61,872 $1.39
Effect of dilutive
securities — Stock
options. . . ...... — 1,012 (0.02)
Diluted earnings per
share . ......... $ 86,122 652884 1.37

The calculation of diluted earnings per share
for the years ended September 30, 2008 and 2006
exclude consideration of shares of common
shares which may be issued in connection with
outstanding stock options of 184,000 and 250,000,
respectively, because such options were antidilu-
tive. These options could potentially dilute basic
EPS in the future. For the fiscal year ended Sep-
tember 30, 2007, there were no antidilutive
options.

Use of estimates

The preparation of financial statements in
conformity with accounting principles generally
accepted in the United States requires manage-
ment to make extensive use of estimates and
assumptions that affect the reported amounts of
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assets and liabilities and disclosure of coniingent
assets and liabilities at the date of the financial
statements and the reported amounts of revenues
and expenses during the reporting period. Actual
results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to
the prior period financial statements to conform
to the current year presentation. These reclassifi-
cations did not affect the Consclidated Balance
Sheets or Consclidated Statements of Operations
reported in the prior fiscal years.

NOTE 3 — SHARE-BASED COMPENSATION

Effective October 1, 2005, we adopted
SFAS 123(R), using the modified prospective
application transition method. Under this method,
stock-hased compensation cost is measured at
the grant date, based on the calculated fair value
of the award, and is recognized as an expense
over the requisite service period (generally the
vesting period of the equity grant). In addition,
stock-based compensation cost recognized
includes compensation cost for unvested stock-
based awards as of October 1, 20056. The cumula-
tive effect of the change in accounting principle
from APB No. 25 to FAS 123(R) was not material.

On December 7, 2008, our Board of Directors
adopted, and our shareholders subsequently
approved on February 8, 2007, the Atwood Oce-
anics, Inc. 2007 Long-Term Incentive Plan, which,
as amended, is referred to herein as the “2007
Plan.” The effective date of the 2007 Plan was
December 7, 2006, and awards may be made
under the 2007 Plan through December 8, 2017.
Under our 2007 Plan, up to 4,000,000 shares of
common stock may be issued to eligible partici-
pants in the form of restricted stock awards or
upon exercise of stock options granted pursuant
to the 2007 Plan. We also have two other stock
incentive plans approved by our sharehclders, the
2001 Plan and the 1996 Plan, under which there
are outstanding stock options and restricted
stock awards. However, no additional options or




Atwood Oceanics, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Cont.)

restricted stock will be awarded under the 2001
or 1996 plans.

A summary of share and stock option data
for our three stock incentive plans as of Septem-
ber 30, 2008 is as follows:

2007 2001 1996
Plan Plan Plan
Shares available for future
awards or grants . . . .. .. 3,539,208 — —
Ouistanding stock option
grants. . ... .......... 183,928 939128 130,022

QOutstanding unvested

restricted stock awards . . 276,864 304,500 —

Awards of restricted stock and stock options
have both been granted under our stock incen-
tive plans as of September 30, 2008. We deliver
newly issued shares of common stock for
restricted stock awards upon vesting and upon
exercise of stock options. All stock incentive
plans currently in effect have been approved by
the shareholders of our outstanding commeon
stock.

The recognition of share-based compensa-
tion expense had the following effect cn cur
consolidated statements of operations (in thou-
sands, except per share amounts):

Year Ended
September 30,
2008 2007 2006

Increase in contract

drilling expenses . . . . .. $2095 31277 $ 840
Increase in general and

administrative

EXpenses. . . ... ...... 5,806 3,728 3,728
Decrease in income tax

provision . .. ......... {2,032) (1,305) (1,305)
Decrease in net income. . . 5,869 3,700 3,263
Decrease in earnings per

share:

Basic. ... ........... $ 009 $ 0056 § 005

Diluted .. ........... $ 0,09 ¢ 006 & 005

We recognize compensation expense on
grants of share-hased compensation awards on a
straight-line basis over the required service
period for each award. Unrecognized compensa-
tion cost, net of estimated forfeitures, related to

stock opiions and restricted stock awards and
the relating remaining weighted average service
pericd is as follows (in thousands, except average
service periods):

September 30,

2008 2007
Unrecognized Compensation Cost
Stock options .. .............. $ 4,414 33,674
Restricted stock awards. . .. .. ... 10,072 3,902
Total. .. ... ... 514,486 37576
Remaining weighted average service
period (Years) ................ 2.6 21

Stock Options

Under our stock incentive plans, the exercise
price of each stock option must be equal to or
greater than the fair market value of one share of
our commeon stock on the date of grant, with all
outstanding options having a maximum term of
10 years. Options vest ratably over a period from
the end of the first to the fourth year from the
date of grant under the 2007 and 2001 Plans and
from the end of the second to the fifth year from
the date of grant under the 1996 Plan. Each
option ig for the purchase of one share of our
common stock.

The total fair value of stock options vested
during vears ended September 30, 2008, 2007
and 2006 was $2.4 million, $2.1 million and
$3.2 million, respectively. The per share weighted
average fair value of stock options granted during
years ended September 30, 2008, 2007 and 2006
was $20.34, $11.82 and $8.94, respectively. We
estimated the fair value of each stock option on
the date of grant using the Black-Scholes pricing
model and the following assumptions:

Figcal Fiscal Fiscal
2008 2007 2006

Risk-Free Interest Rate . . . ... .. 3.7% 45% 45%
Expected volatility . . .. ... ... . 46%  46% 42%
Expected Life (Years) ... ... ... 5.3 5.3 6.0
Dividend Yield . ... .......... None DNone None

The average risk-free interest rate is based
on the five-year United States treasury security
rate in effect as of the grant date. We determined
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expected volatility using a six year historical vol-
atility figure and determined the expected term
of the stock options using 10 years of historical
data. The expected dividend yield is based on

the expected annual dividend as a percentage of
the market value of our commen stock as of the
grant date.

A summary of stock option activity for year ended September 30, 2008 is as follows:

Outstanding at October 1, 2007 . . .. ... .. .. ... ... ... ......
Granted . ... . ... e
Exercised . . ... ... ..
Forfeited . . . .. ... .. .. .

Qutstanding at September 30, 2008 . ... .. .. ... ... .. ... .....
Exercisable at September 30, 2008. . . ... ... ... . ... ... .....

Restricted Stock

We have alsc awarded restricted stock to
certain employees and to our non-employee
directors. The awards of restricted stock to
employees are subject to a vesting period ranging
from three to four years. Awards of restricted
stock to non-employee directors during fiscal year
2006 vested immediately while awards granted
subsequent to fiscal year 2006 are subject to a
vesting pericd ranging from one to three years.
All restricted stock awards granted to date are
restricted from transfer for at least three or four
years from the date of grant, whether vested or
unvested. We value restricted stock awards at
fair market value of our common stock on the
date of grant,

A summary of restricted stock activity for
the year ended September 30, 2008 is as follows:

Number of Wtd. Avg.

Shares Fair Value
Unvested at October 1, 2007 . . 320,828 $21.70
Granted .. ... ............ 277,312 44 74
Vested .. ........ ... ..... — —
Forfeited . .. ... ........... (16,776) 28.36

Unvested at September 30,

2008 ... ... L. 581,364 $32.50
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Wtd. Avg.
Number Wtd. Avg. Remaining Aggregate
of Exercise Contractual Intrinsic
Options Price Life (Years}) Value (000s)

1,762,776 $12.27
187,128 4475

(681,326) 8.86 $27,346
(15,500) 24.88

1,253,078 $18.82 6.6 $22,035

699,050 $12.26 55 $16,872

NOTE 4 — PROPERTY AND EQUIPMENT

A summary of property and equipment by
classification is as follows (in thousands):
September 30,

2008 2007
Drilling vessels and related
equipment
Cost. . .o $1,106,709 $ 778,469
Accumulated depreciation . . (324,376)  (292,790)
Net book value . .. .. .. 782,333 485,679
Drill Pipe
Cost, . ..o v 15,568 15,587

Accumulated depreciation . . (12,139} (9,970)

Net book value ., ., . .. 3,429 5617

Furniture and other
Cost................... 9,423 9,211

Accumulated depreciation . . (7,347} (6,656}

Net hook value . . .. ... .. 2,076 2,555
NET PROPERTY AND
EQUIPMENT .. ... . .. ... $ 787,838 $4933851

As of September 30, 2008, we had approxi-
mately $152 million, $125 million and $113 million
of construction in progress related to the con-
struction of the ATWOOD AURORA, the new
conventionally moored semisubmersible project,
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and the new dynamically positioned semisubmer-
sible project, respectively. The total cost of the
ATWOOD AURORA is expected to be $180 mil-
lion, including transportation costs to its initial
location, with delivery expected in December
2008.

New Semisubmersible Construction
Projects

In January 2008 and July 2008, we executed
construction contracts with Jurong Shipyard Pie.
Ltd. to construct a conventionally moored
Friede & Goldman ExD Millennium Semisubmer-
sible Drilling Unit and a dynamically positioned
Friede & Goldman ExD Millennium Semisubmer-
sible Drilling Unit with deliveries expected to
occur in early 2011 and mid 2012, respectively.
We estimate the total costs of the conventionally
moaored rig will he approximately $600 million
while the cost to construct the dynamicaily posi-
tioned rig is expected to be approximately
$750 million.

ATWOOD BEACON

The ATWOOD BEACON incurred damage to
all three legs and its derrick while positioning for
a well offshore of Indonesia in July 2004. The rig
and its damaged legs were transported to the
builder’s shipyard in Singapore for inspections
and repairs. The rig subsequently went back to
work and continued to work through the begin-
ning of fiscal year 2007, when we completed the
remaining work to repair the rig, and recognized
loss of hire revenue of $2.6 million, which is
reflected as business interruption proceeds on
the Consolidated Statement of Operations. As of
September 30, 2007, all reimbursable costs
incurred to date and business interruption pro-
ceeds earned related to this incident had been
reimbursed by the insurance carrier.

NOTE 5 — LONG-TERM DEBT

A summary of long-term debt is as follows

{in thousands):
September 30,

2008 2007

Credit facility, bearing interest

(market adjustable) at

approximately 3.5% and 7% per

annum at September 30, 2008 and

2007, respectively . ... .. ... ... $170,000 $18,000
Less — current maturities . . , . .. .. — 18,000

§170,000 & —

During October 2007, we entered into a
credit agreement with several banks, with Nor-
dea Bank Finland plc, New York Branch, as
Administrative Agent for the lenders, as well as
Lead Arranger and Book Runner. Our credit
agreement provides for a secured 5-year $300 mil-
lion revolving loan facility with maturity in Octo-
ber 2012, subject to acceleration upon certain
specified events of default, including breaches of
representations or covenanis. Loans under this
facility will bear interest at varying rates ranging
from 0.70% to 1.25% over the Eurodollar Rate,
depending upon the ratio of outstanding debt to
earnings before interest, taxes and depreciation,
The credit agreement supports the issuance,
when required, of standby letters of credit. The
standby letters of credit outstanding under our
prior credit facility were incorporated into this
credit facility and were deemed issued thereun-
der. At September 30, 2008, standby letters of
credit in the aggregate amount of approximately
$5.3 million were outstanding under this $300 mil-
lion credit agreement.

The collateral for this $300 million credit
agreement consists primarily of preferred mort-
gages on three of our active drilling units:
ATWOOD EAGLE, ATWOQD HUNTER and
ATWQOOD BEACON with an aggregate net book
value at September 30, 2008 yotaling approxi-
mately $249 million. This credit agreement con-
tains various financial covenants that, among
other things, require the maintenance of certain
leverage and interest expense coverage ratios.
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Under this credit agreement, we are required to
pay a fee ranging from 0.225% to 0.375% per
annum on the unused portion of the credit facility
and certain other administrative costs. As of
September 30, 2008, we have $130 million of
funds available to borrow under this credit
facility.

In conjunction with the establishment of the
$300 million credit agreement in 2007, we termi-
nated our prior senior secured credit facility and
repaid the remaining $18 million outstanding as
of September 30, 2007 during October 2007. We
also wrote off to interest expense the remaining
unamortized loan costs of approximately $0.4 mil-
lion related to the prior credit facility during the
gquarter ended December 31, 2007. In addition,
we paid approximately $1.3 million of debt issu-
ance costs related to the current credit facility
during the fiscal year 2008 which will be amor-
tized over the term of this credit facility.

Subsequent to September 30, 2008, we
entered into another credit agreement with sev-
eral banks with Nordea Bank Finland plc, New
York Branch again as Administrative Agent for
the lenders, as well as Lead Arranger and Bock
Runner. This new credit agreement provides for a
secured 5-year $280 million reducing revolving
loan facility with maturity in November 2013,
subject to acceleration upon certain specified
evenis of default, including breaches of represen-
tation or covenants. The commitment under this
facility may be increased by $20 million for a total
commitment of $300 million. Loans under the
new facility will bear interest at 1.50% over the
Eurodollar Rate. At closing, the collateral for the
new credit agreement consists primarily of pre-
ferred mortgages on two of our drilling units
(ATWOOD FALCON and ATWOOD SOUTHERN
CROSS). The ATWOOD AURORA will be mort-
gaged upon its expected delivery in December
2008. We have collaterally assigned our interests
in the ATWOOD AURORA as security for our
obligations under this credit agreement between
closing and delivery. The new credit agreement
contains various financial covenants that, among
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other things, require the maintenance of certain
leverage and interest expense coverage ratios.
This new credit facility along with the $300 mil-
lion credit facility established in 2007 will provide
funding for the three drilling units currently under
construction, for future growth opportunities and
for general corporate needs. As of November 24,
2008, $200 million has been borrowed under the
$300 million credit facility, with no funds bor-
rowed under the new $280 million credit facility.

NOTE 6 — INCOME TAXES

Domestic and foreign income before income
taxes for the three-year period ended Septem-
ber 30, 2008 is as follows (in thousands):

Fiscal Fiscal Fiscal

2008 2007 2006
Domestic income (loss) .. § (6,480) § B788 $ 5738
Foreign income . . .. . .. 251,255 151,171 86,098
$244,775 $159,959 391,836

The provision (benefit) for domestic and for- \
eign taxes on income consists of the following (in
thousands):

Fiscal
2008

$ 209 $3432 § 58

Fiscal
2007

Fiscal
2006

Current — domestic

Deferred — domestic . . . . {3,5655) (1,921) (392)
Current — foreign . . . .. .. 32,893 19,672 6,688
Deferred — foreign . . . . .. (210) (248) (640)

$29,337 $20,935 $5714
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The components of the deferred income tax
assets {liabilities) as of September 30, 2008 and
2007 are as follows {in thousands);

September 30,

2008 2007
Deferred tax assets —
Net operating loss
carryforwards . .. ... ... ... $ 618 3% 1,110
Tax credit carryforwards . . .. .. 730 708
Stock option compensation
EXPENSE . . . i 3,575 1,944
Book accruals ... ... ... 1,412 266
6,335 4,028
Deferred tax liabilities -
Difference in bock and tax basis
of equipment . ... ......... (16,179)  (16,937)
Unrecognized currency
exchangegain............ — (722)
(16,179) (17,659)
Net deferred tax liabilities before
valuation allowance . ... ...... (9,844) (13,631)
Valuation allowance. . . ......... {730) (708)
$(10,574} ${14,339}
Net current deferred tax assets ... $ 21§ 390
Net noncumnent deferred tax
liabilities . ... .............. (10,595) {(14,729)
$(10,574) 5(14,339)

The $0.6 million of net operating loss carry-
forward (“NOL's"), relates to a United States NOL
which expires in 2028. Management does not
expect that the tax credit carryforward of $0.7 mil-
lion will be utilized to offset future tax obligations
before the credits begin to expire in 2012. Thus,
a corresponding $0.7 million valuation allowance
is recorded as of September 30, 2008. An analysis
of the change in the valuation allowance during
the current fiscal year is as follows {in
thousands):

Valuation Allowance as of September 30, 2007 . ... $708
Foreign tax credit carryforwards generated. . . . . 22
Valuation Allowance as of September 30, 2008. ... $730
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Under SFAS 123(R}, $16.6 million of United
States NOL's relates to windfall tax benefits,
which will not be realized or recorded until the
deduction reduces our United States income
taxes payable. At such time, the amount will be
recorded as an increase to paid-in-capital. We
apply the "with-and-without” approach when uti-
lizing certain tax attributes whereby windfall tax
henefits are used last to offset taxable income.

We do not record federal income taxes on
the undistributed earnings of our foreign subsid-
iaries that we consider to be permanently rein-
vested in foreign operations. The cumulative
amount of such undistributed earnings was
approximately $321 million at September 30,
2008. It is not practicable to estimate the amount
of any deferred tax liability associated with the
undistributed earnings. If these earnings were to
be remitted to us, any United States income
taxes payable would be substantially reduced by
foreign tax credits generated by the repatriation
of the earnings. Such foreign tax credits totaled
approximately $89 million at September 30, 2008.

The differences between the United States
statutory and our effective income tax rate are as
follows (in thousands);

Fiscal Fiscal Fiscal
2008 2007 2006
Statutory income tax rate. . ... . 35% 35% 35%
Resolution of prior period tax
items. ......... .. .. .. ... —_ (1) (7
Decrease in tax rate resulting
from - Foreign tax rate
differentials, net of foreign tax
credit utilization. . .. ....... (23) (21) (22)
Effective income tax rate. . . . . . 12%  13%

6%

We adopted the provision of FASB Interpre-
tation No. 48 “Accounting for Uncertainty in
Income Taxes — An Interpretation of
SFAS No. 109, Accounting for Income Taxes”, or
FIN 48, on October 1, 2007. As a result of the
implementation of FIN 48, we recognized an
approximate $1.5 million increase in the long-
term liability for uncertain tax positions which
was accounted for as a reduction to the
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October 1, 2007 balance of retained earnings.
After the adoption of FIN 48, we had $3.7 million
of reserves for uncertain tax positions, including
estimated accrued interest and penalties of

$1.7 million as of October 1, 2007 which are
included as Other Long Termn Liabilities in the
Consolidated Balance Sheet.

We record estimated accrued interest and
penalties related to uncertain tax positions in
income tax expense. At September 30, 2008, we
had $3.6 million of reserves for uncertain tax
positions, including estimated accrued interest
and penalties of $1.0 million which are included
as Other Long Term Liabilities in the Consoli-
dated Balance Sheet. All $3.5 million of the net
unrecognized tax benefits would affect the effec-
tive tax rate if recognized. A summary of activity
related to the net unrecognized tax benefits
inchuding penalties and interest for fiscal year
2008 is as follows:

Liability for Uncertain
Tax Pogitions

Balance at October 1, 2007 . .. .. $3,734
Increases based on tax
positicns related to prior
fiscalyears . ............ 157
Decreases based on tax
positions related to prior
fiscal years . ............ {1,842)
Increases based on tax
positions related to current
fiscalyear . ............. 1,443
Balance at September 30, 2008 . . $ 3,492

Our United States tax returns for fiscal year
2006 and subsequent years remain subject to
examination by tax guthorities. As we conduct
business globally, we have various tax years
remaining open to examination in our interna-
tional tax jurisdictions. We do not anticipate that
any tax contingencies resolved during the next
12 months will have a material impact on our
consolidated financial position, results of opera-
tions or cash flows.

As a result of working in foreign jurisdic-
tions, we earned a high level of operating income
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earned in certain nontaxable and deemed profit
tax jurisdictions which significantly reduced cur
effective tax rate for fiscal years 2008, 2007 and
2006 when compared to the United States statu-
tory rate. There were no significant transactions
that materially impacted our effective tax for
fiscal year 2008 or 2007; however, during figcal
year 20086, the significant transactions that mate-
rially impacted our effective tax rate are as
follows;

We reversed a $1.8 million tax contin-
gent liability due to the expiration of the
statute of limitations in a foreign jurisdiction
during the third quarter of fiscal year 2006.
In addition, we were advised by a foreign
tax authority that it had approved accep-
tance of certain amended prior year tax
returns. The acceptance of these amended
tax returns, along with the fiscal year 2006
tax return in ihis foreign jurisdiction,
resulted in the recognition of a $4.6 million
tax benefit in the third quarter of fiscal year
2006.

During July 2007, we were notified by the
Malaysian tax authorities regarding a paotential
proposed adjustment relating to fiscal years 2000
to 2003. Although we believe we are in compli-
ance with applicable rules and regulations, we
have evaluated the merit of the asserticns by the
Malaysian tax authorities and are currently vigor-
ously contesting these assertions. While we can-
not predict or provide assurance as to the final
outcome of these allegations, we do not expect
them to have a material adverse effect on our
consolidated financial position, results of opera-
tions or cash flows. As of September 30, 2008
there has not been any change in the status of
this claim.

NOTE 7 — CAPITAL STOCK

Preferred Stock

In 1975, 1,000,000 shares of preferred stock
with no par value were authorized. In October
2002, we designated Series A Junior
Participating
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Preferraed Stock. No preferred shares have been
issued.

Common Stock

On June 11, 2008, our board of directors
declared a two-for-one stock split of our common
stock effected in the form of a 100% common
stock dividend. All shareholders of record at the
close of bhusiness on June 27, 2008 (the “Record
Date”), were entitled to receive on the distribu-
tion date, July 11, 2008 (the “Distribution Date"),
one additional share of common stock for each
share held on the Record Date. The additicnal
shares of common stock were distributed in the
form of a 100% common stock dividend on the
Distribution Date. All share and per share
amounts in the accompanying consolidated
financial statements and related notes have been
adjusted to reflect the stock split for all pericds
presented.

Rights Agreement

In September 2002, we authorized and
declared a dividend of one Right {as defined in
Rights Agreement effective October 18, 2002,
which governs the Rights) for each outstanding
share of common stock as of November 5, 2002,
subject to lender approval and consent, which
was obtained. One Right will also be associated
with each share of common stock that becomes
outstanding after November 5, 2002 but before
the earliest of the Distribution Date, the Redemp-
tion Date and the Final Expiration Date (each as
defined in Rights Agreement}. The Rights are not
exercisable until a person or group of affiliated or
associated perscns begin to acquire or acquires
beneficial ownership of 15 percent or more of our
outstanding common stock. This provision does
not apply to shareholders already holding 15 per-
cent or more of our outstanding common stock
ag of Novernber b, 2002 until they acquire an
additional 5 percent.

In connection with our 2008 stock split, and
in accordance with the Rights Agreement, we
decreased from one two-thousandth to one four-
thousandth of a share the number of shares of
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our Series A Junior Participating Preferred Stock,
no par value, purchasable at a price of $160 upon
the exercise of each Right, when exercisable.
The redemption price of the Rights was also
decreased from $0.005 to $0.0025 in connection
with the stock split. The Rights are subject to
further adjustment for certain future events
including any future stock splits. The Rights will
expire on November b, 2012. At Septermber 30,
2008, 500,000 preferred shares have been
reserved for issuance in the event that Rights are
exercised.

NOTE 8 — RETIREMENT PLANS

We have two contributory retirernent plans
(the “Plans”) under which qualified participants
may make contributions, which together with our
contributions, can be up to 100% of their com-
pensation, as defined, to a maximum of $40,000.
After one month cf service, an employee can
elect to become a participant in a Plan. Partici-
pants must contribute from 1 to 5 percent of their
earnings as a required contribution (“the basic
contribution”)., We make contributions to the
Plans equal to twice the basic contributions. Our
contributions vest 100% to each participant after
three years of service with us including any
period of ineligibility mandated by the Plans. If a
participant terminates employment before
becoming fully vested, the unvested portion is
credited to our account and can be used only to
offset our future contribution recuirements. Dur-
ing fiscal years 2008, 2007 and 2008, no forfei-
tures were utilized to reduce our cash
contribution requirements. In fiscal years 2008,
2007 and 20086, our actual cash contributions
totaled approximately $4.3 million, $3.5 million
and $3.1 million, respectively. As of September 30,
2008, there were approximately $0.3 million of
contribution forfeitures, which can be utilized to
reduce cur future cash coniribution
requirements.
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NOTE 9 — FAIR VALUE OF FINANCIAL
INSTRUMENTS

The carrying values of cash and cash equiv-
alents, accounts receivable, accounis payable
and accrued liabilities included in the accompa-
nying Consolidated Balance Sheets approximate
fair value due to the short maturity of these
instruments. Since our credit facilities (as
described in Note 5) have market adjustable
interest rates, the carrying value approximated
fair value as of September 30, 2008 and 2007.

NOTE 10 — CONCENTRATION OF MARKET
AND CREDIT RISK

All of our customers are in the oil and gas
offshore exploration and production industry. This
industry concentration has the potential to
impact our overall exposure to market and credit
risks, either positively or negatively, in that our
customers could be affected by similar changes
in economic, industry or other conditions. How-
ever, we believe that the credit risk posed by this
industry concentration is offset by the creditwor-
thiness of our customer base.

Despite the recent decline in the price of oil
and natural gas and the global financial crisis, we
believe long-term outlook for the worldwide off-
shore drilling industry remains positive, espe-
cially for deepwater drilling. Although, we do not
anticipate any issues in the near-term resulting
from the current crisis, further financial market
deterioration may have a negative impact on our
business and financial condition. The crisis has
created significant reductions in available capital
and liquidity from banks and other providers of
credit, which may adversely affect our customers’
and lenders’ ahility to fulfill their obligations to
us. In addition, continued deterioration in the
global economy could result in reduced demand
for crude oil and natural gas, exploration and
production activity and demand for offshore drill-
ing services which could lead to declining day-
rates and a decrease of new contract activity.
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Revenues from significant customers from
the prior three fiscal years are as follows {in
thousands):

Fiscal Fiscal Fiscal
2008 2007 2005
Petrenas Carigali Sdn

Bhd. . .......... ... $60,182 $ 1,713 $15809
ENI Spa AGIP

Exploration &

Production Division . .. 83,308 445 18,753
Sarawak Shell Bhd. . . . .. 78,988 50,502 32,841
Chavron Qverseas

Petroleurm . ... ... ... 56,712 38,272 —
Woodside Energy Lid. 37,542 68,032 78,442
BHP Billiton Petoleum

PTY ... ... .. ... . ... 34,431 53,410 5,151
Burullus Gas Company .. 29,690 12,99 39,063
Hoang Long & Hoan Vu

Joint Operating

Companies ......... — 2,800 32,114

NOTE 11 — COMMITMENTS AND
CONTINGENCIES

Operating Leases

Future minimum lease payments for operat-
ing leases for fiscal years ending September 30
are as follows (in thousands):

2009, .. ..o 1,290
2000 ... 1,064
2010, .. 956
20012, .. . 200

Total rent expense under operating leases
was approximately $4.8 million, $3.6 million and
$3.5 million for fiscal years ended September 30,
2008, 2007, and 2006, respectively.

Litigation

We are party to a number of lawsuits which
are ardinary, routine litigation incidental to our
business, the outcome of which, individually, or
in the aggregate, is not expected to have a mate-
rial adverse effect on our financial position,
results of operations or cash flows.
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Other Matters

In one of the foreign jurisdictions where we
operate, a new operating tax on drilling services
was enacted during {iscal year 2007. In our opin-
ion, which is supported by our legal and tax
advisors, we believe the liability related to this
new service tax is a direct obligation of our
customer according to the provisions of the tax
law in the foreign jurisdiction. Additionally, cur
contract terms provide for this tax to be paid by
our customer. To date, there have been no
assessments against us or payments made relat-
ing to this service tax.

NOTE 12 — RECENTLY ISSUED ACCOUNT-
ING PRONOUNCEMENTS

In February 2007, the FASB issued
SFAS No. 189, “The Fair Value Option for Finan-
cial Assets and Financial Liabilities”, which pro-
vides companies with an option to report
selected financial assets and liahilities at fair
value and establishes presentation and disclosure
requirements to facilitate comparisons between
companies that choose different measurement
attributes for similar types of assets ana liabili-
ties. GAAP has required different measurement
attributes for different assets and liabilities that
can create artificial volatility in earnings. The
objective of SFAS No. 159 is to help mitigate this
type of volatility in the earnings by enabling
companies to report related assets and liabilities
at fair value, which would likely reduce the need
for companies to comply with complex hedge
accounting provisions. SFAS No. 189 is effective
for fiscal years beginning after November 15,
2007. We do not anticipate that SFAS No. 159 will
have a material impact on our consolidated finan-
cial position, results of operations and cash flows.

In September 2005, the FASB issued
SFAS No. 157, “Fair Value Measurements”, which
defines fair value, establishes methods used to
measure fair value and expands disclosure
requirements about fair value measurements.
SFAS No. 157 is effective for financial statements
issued for fiscal years beginning after Novem-
per 15, 2007, and interim periods within those
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fiscal periods. In February 2008, the FASB issued
FASB Staff Position ("FSP") No. FAS 157-2, “Effec-
tive Date of FASB Statement No. 157". This FSP
delays the effective date of SFAS No. 157 by one
year for all nonfinancial assets and nonfinancial
liabilities, except those that are recognized or
disclosed at fair value in the financial statements
on a recurring basis (at least annually). In October
2008, the FASB issued FSP FAS 157-3, "Determin-
ing the Fair Value of a Financial Asset When the
Market for That Asset s Not Active”. FSP

FAS 157-3 clarifies the application of SFAS No. 157
in a market that is not active and provides an
example to illustrate key considerations in deter-
mining the fair value of a financial asset when
the market for that financial asset is not active.
FSP FAS 157-3 was effective upon issuance. We
do not anticipate that SFAS No. 157,

FSP No. FAS 157-2 and FSP No. FAS 157-3 will
have a material impact on our consclidated finan-
cial position, results of operations and cash flows.

In December 2007, the FASB issued
SFAS No. 141(R}), “Business Combinations
(revised 2007)". This statement retains the funda-
mental requirements for SFAS No. 141, “Business
Combinations”, that the acquisition method be
used for all business combinations and expands
the same method of accounting to all transac-
tions and other events in which one entity
obtains control over one of more other businesses
or assets at the acquisition date and in subse-
quent periods. SFAS No. 141(R) replaces
SFAS No. 141 by requiring measurement at the
acquisition date of the fair value of assets
acquired, liabilities assumed and noncontrolling
interest. Additionally, SFAS No. 141(R) requires
that acquisition-related costs, including restruc-
turing costs, be recognized separately from the
acquisition. SFAS No. 141(R) applies prospec-
tively to business combinations for fiscal years
beginning after December 15, 2008. The impact
of SFAS No. 141(R) on us will depend on the
nature and extent of any future acquisitions.

In December 2007, the FASB issued
SFAS No. 160, "Noncontrolling Interests in
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Consolidated Financial Statements — an amend-
ment of ARB No. b1". SFAS No. 160 establishes
the accounting and reporting standards for a
noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. This statement
clarifies that a noncontrolling interest in a subsid-
iary is an ownership interest in the consclidated
entity that should be reported as equity in the
consolidated financial statements. SFAS No. 160
requires retroactive adoption of the presentation
and disclosure requirements for existing minority
interests and applies prospectively to business
combinations for fiscal years beginning after
December 15, 2008. We are currently analyzing
the provisions of SFAS No. 160 to determine how
it will affect accounting policies and procedures,
but we have not yet made a determination of the
impact the adoption will have on our congoli-
dated financial position, results of operations and
cash flows.

In May 2008, the FASB, issued SFAS,
No. 162, "The Hierarchy of Generally Accepted
Accounting Principles”. SFAS 162 identifies the
sources of accounting principles and the frame-
work for selecting the principles to be used in
the preparation of financial statements of nongov-
ernmental entities that are presented in confor-
mity with GAAP (the GAAP hierarchy). The
FASB does not expect SFAS 162 to result in a
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change in current practice, as the intent of
SFAS 162 is to direct the GAAP hierarchy to the
reporting entity (rather than its auditor} and to
place the GAAP hierarchy within the accounting
literature established by the FASB. This state-
ment is effective 60 days following SEC approval
of the Public Company Accounting Oversight
Board Amendments to AU Section 411, “The
Meaning of Present Fairly in Conformity with
Generally Accepted Accounting Principles.” We
do not anticipate that SFAS 182 will have a
material impact on our consolidated financial
position, results of operations and cash flows.

NOTE 13 — OPERATIONS BY GEOGRAPHIC
AREAS

We are engaged in olishore contract drilling.
QOur contract drilling operations consist of con-
tracting owned or managed offshore drilling
equipment primarily to major il and gas explora-
tion companies. Operating income is contract
revenues less operating costs, general and
administrative expenses and depreciation. In
computing operating income (expense} for each
geographic area, other income (expense} and
domestic and foreign income taxes were not con-
sidered. Total assets are those assets that we use
in operations in each geographic area.
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A summary of revenues and operating margin for the fiscal years ended September 30, 2008, 2007
and 2006 and identifiable assets by geographic areas as of September 30, 2008, 2007 and 2006 is as
follows {in thousands):

REVENUES:
United States . . . . . .. ...
Southeast Asia & India . . ... .. ... .. L
Mediterranean & Black Sea . . . . ... .. .. e

OPERATING INCOME (EXPENSE):
United States .. ... . e
Southeast Asia & India . . . . ... .. .. . ... e e
Mediterranean & Black Sea . . . ... ... ...

Africa

Australia . . ... L
Corporate general and administrative eXpenses . . ... .....................

TOTAL ASSETS:
United StaLES . . .. .
Southeast Asia & India . .. .. . ... . .. ...
Mediterranean & Black Sea . . . . .. .. ..

Africa

AUStIAlIa . . . L

Other
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Fiscal Fiscal Fiscal

2008 2007 2006
S 16,096 $ 29484 $ 20249
182,503 130,390 99,884
141,414 112,385 68,970
98,188 65,893 27,676
88,403 64,885 bg,846
S 526,604 $403,037 $276,625
S (1,801) § 8484 § 6778
108,030 106,644 68,875
103,934 27471 25,692
35,336 27,528 4,768
30,172 13,109 10,393
{30,975) (23,029) {20,630}
$ 244,606 $159207 § 95776
$ 208,597 $182687 3 69651
494,420 241,754 241,655
78,492 126,214 42,447
110,629 36,074 117,760
152,031 121,968 117,637
55,789 9,027 4,679
$1,099,958 $717,724 $593,829
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NOTE 14 — QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized quarterly results for fiscal years 2008 and 2007 are as follows (in thousands, except per
share amounts):
QUARTERS ENDED{1)
December 31, March 31, June 30, September 30,

Fiscal 2008

REVENUSS. . . .. o $111,048 $113530  $141.372 $160,654
Income before income taxes . . ... .. ... .. .. ... . ... ... 43,111 46,354 68,066 87,244
Netincome .. ... ... ... .. .. .. ... .. ... 38,549 41,755 60,381 74,753
Earnings per commen share —
Basic . .. ... 0.61 0.66 0.94 1.17
Diluted . . .. ... . 0.60 0.65 0.93 1.i6
Fiscal 2007
Revenues. . ... .. ... ., £ 88,800 $ 94262 $ 98,371 $121,604
Income before income taxes., . . ... ... .. ... 24,463 37618 36,569 61,309
Netincome . ...... ... .. .. ... . . . 21,085 31,757 32,033 54,149
Earnings per common share —
Basic . .. ... 0.34 0.61 051 0.86
Diluted. . . ... .. e 0.34 0.561 0.50 0.85

(1} The sum of the individual quarterly net income per common share amounts may not agree with
year-to-date net income per common share as each quarterly computation is based cn the weighted
average number of common shares outstanding during that period.
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DIRECTORS

DEBORAH A. BECK (2, 3, 4)
Corporate Executive, Retired
Milwaukee, Wisconsin

ROEERT W. BURGESS (2, 3, 4)
Financial Executive, Retired
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GEORGE S. DOTSON {1, 2, 3, 4)
Corporate Executive, Retired
Tulsa, Oklahoma

HANS HELMERICH (1, 4)
President, Chief Executive Officer
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Tulsa, Oklahoma
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Atwood Oceanics, Inc.
Houston, Texas

JAMES M. MONTAGUE (2, 3, 4)
Corporate Executive, Retired
Houston, Texas

(1) Executive Committee
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OFFICERS

JOHN R. IRWIN
President, Chief Executive Officer

JAMES M. HOLLAND
Senior Vice President, Chief Financial Officer and
Secretary

GLEN P KELLEY
Senior Vice President — Marketing and Administration

ALAN QUINTERO
Senior Vice President — Operations

RONNIE L. HALL
Vice President — Operations

BARRY M. SMITH
Vice President — Technical Services

RANDAL F. PRESLEY
Vice President — Administrative Services

ANNUAL MEETING

The annual meeting of stockholders will be held
at 10:00 A.M., Central Standard Time, on Thursday,
February 12, 2009 at our principal office: 15835 Park
Ten Place Drive, Houston, Texas, 77084. A formal notice
cf the meeting together with a proxy statement and
form of proxy will be mailed to stockholders on or
about January 13, 2009.

TRANSFER AGENT AND REGISTRAR

Continental Stock Transfer & Trust Company
2 Broadway
New York, New York 10004
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FORM 10-K

A copy of our Form 10-K t¢ which this Annual Report
is an exhibit is filed with the Securities and Exchange
Comrmission and is available free on request by writing to:

Secretary, Atwood Oceanics, Inc.
B O. Box 218380
Houston, Texas 77218

SEC FILINGS

We file our annual report on Form 10-K, quar-
terly and current reports, proxy statements, and
other information with the SEC. Qur annual report
on Form 10-K for the year ended September 30,
2008 includes as exhibits all required Sarbanes-
Oxley Act Section 302 certifications by our CEO and
CFO regarding the quality of our public disclesure.
Our SEC filings are available to the public over the
internet at the SEC's web site at
http://www.sec.gov. Our website address is
www.atwd.com. We make available free of charge
on or through our website our annual report on
Form 10-K, quarterly reports on Form 10-Q, and
current reports on Form 8-K, and amendments to
those reports filed or furnished pursuant to Sec-
tion 13{a) or 15(d) of the Exchange Act as soon as
reasonably practicable after we electronically file
such material with, or furnish it to, the SEC. Infor-
mation on our website is not incorporated by refer-
ence into this report or made a part hereof for any
purpose. You may also read and copy any document
we file, including our Form 10-K, at the SEC's Public
Reference Room at 100F Street, NE, Washington,
DC 20549. Please call the SEC at 1-B00-SEC-0330 for
further information on the public reference room
and copy charges.

NYSE CERTIFICATION

Each year, our CEQ must certify to the NYSE that he
is not aware of any violations by the Company of NYSE
corporate governance listing standards. Our CEQ’s certifi-
cation for fiscal year 2007 was submitted to the NYSE
during fiscal year 2008, and our CEO will certify fiscal
year 2008 during fiscal year 2009.

STOCK PRICE INFORMATION —

The common stock of Atwood Cceanics, Inc. is
traded on the New York Stock Exchange (“NYSE”) under
the symbaol "ATW”. No cash dividends on commeoen stock
were paid in fiscal year 2007 or 2008, and none are
anticipated in the foreseeable future. We have approxi-
mately 12,100 beneficial owners of our common stock
based upon information provided to us by a third party
shareholder services provider dated November 7, 2008.
As of November 24, 2008, the closing sale price of the
commeon stock of Atwood Oceanics, Ing., as reported by
NYSE, was $19.09 per share. The following table sets
forth the range of high and low sales prices per share of
common stock as reported by the NYSE for the periods
indicated.

Fiscal 2008 Fiscal 2007
Quarters Ended Low  High  Low  High
December 31. ... .. $36.76 $51.84 $20.36 $25.08
March 31 ..... ... 36.39 5270 2189 2949
June 30, ...... ... 4456 6285 2906 3506
September 30 . . . .. 32.25 63.46 3051 40.80
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